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TIME DEPOSITS, THE BANKING SYSTEM, AND INFLATION 
JOHN M. LISHAN axnp WILLIAM R. ALLEN 


University of California, Los Angeles 


Since the “Keynesian revolution,” we have been taught that saving is not 
only the method of freeing resources for capital accumulation; it is, sometimes 
for good and sometimes for ill, a “lenkage”’ out of the income stream, a depres- 
sunt of money national income. Federal Reserve authorities some months ago 
raised the ceilings on interest rates which commercial banks may pay on hon- 
demand deposits (which we shall hereafter call “time’’ deposits).'! Apparently 
the line of thought of the Reserve authorities was that higher rates would en- 
courage saving in the form of increased time deposits, and the increased saving 
would help to curtail inflation.* 

Our concern in this note is restricted to the problem of whether an increase in 
time deposits, even if-—as clearly need not be the case-——it represents increased 
saving, i.e., a disposition of current income, will actually be deflationary. Will 
aun increase in time deposits ever be potentially inflationary? If so, under what 
circumstances will it be non-inflationary ?* 

Maximum permissible rates of interest pavable by member banks of the Federal Re- 
serve System on time and savings deposits were raised effective January 1, 1957. See supple- 
it to Regulation Q, section 3, under section 19 of the Federal Reserve Act. The maximum 
prescribed by the Board of Governors had remained unchanged for more than twenty 
Effective the same date, the Federal Deposit Insurance Corporation made similar 
changes in the maximum rates permitted to be paid by imsured nonmember banks 
According to the New York Times (December 9, 1956, section 3, p. 1), Reserve officials 


‘hoped higher rates would reduce mflation by encou iging people to save instead of spend 


n 
The Board itself noted that recently “the pressure of demand for credit [began] to bring 
| 


rates [actually paid.by banks] up to the ceilings. After extended consideration the Boare 
concluded that in a period of heavv demands for funds ind a relatively high structure ol 
interest rates generally, it would be desirable to permit individual member banks greater 
flexibility to encourage the accumulation of savings than was available under the existing 
maximum permissible rates.” Fort ird Annual Report of the Board of Governors of 
Federal Reserve System, 1956, p 

Except for one specified exception near the end of the paper, we shall mean by “defla- 
tionary” a fall, both actual and potential, in the money supply; an “inflationary” result is 
one in which the money supply does or can increase. By “money supply,” we mean (a) ad- 
usted demand deposits and (b) currency in circulation outside banks 

‘Various other questions could well be raised. On the basis of what philosophy or concept 
of economic policy does the Federal Reserve fix maximum interest rates on time deposits 
Le. maximum rates at which banks mav borrow from the public? The Board notes (iby 


». §2-53) that “the legislative historv suggests that a primary purpose of these provisions 


by 
[Regulation Q, section 3] was to prevent unsound practices in competition for time and 
savings deposits.” But it now appeared to the Board that “there was insufficient reason to 
prevent banks, in the exercise of management discretion, from competing actively for time 
ind savings bvlances by offering rates more ne irly in line with other market rates.” And if 
the objective is to encourage saving by letting rates rise, why maintain a rate ceiling at any 


level? One could question also how efficacious a fractional increase in the rates is likely to 
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The public may acquire additional time deposits by disposing of an equal 


amount of current income or of heretofore idle funds or of other previously 


accumulated assets directly or indirectly to the commercial banks or to the 
central bank. Some such acquisitions of time deposits represent acts of saving 
in the Keynesian sense, and some are merely a change in the form of assets 
acquired earlier. But whether or not the increase in time deposits is an act of 
saving, the consequences are not invariably either inflationary or deflationary. 

Section I considers the case of increasing time deposits through a reduction 
in (a) eurreney held by the public or (b) demand deposits. In such cases, excess 
reserves of the banking system will tend to rise. This rise in excess reserves makes 
technically feasible an expansion of loans and of demand deposits, which may or 
miaty not result in a potential net increase in the money supply. Section IT briefly 
reviews the consequences of shifts into time deposits from other non-money 
issets, 


I. SHIFTS FROM MONEY INTO TIME DEPOSITS 


If the public utilizes part of its income or its accumulated money to acquire 
time deposits, the stock of demand deposits and the total money supply may be 
caused to expand: accumulation of a particular kind of asset in the form of time 
deposits may trigger an expansion of a more liquid asset in the form of demand 
deposits, and the increase in demand deposits may be greater than the initial 
reduction in the money supply in acquiring the time deposits. 

Let A actual reserves of commercial banks (in Federal Reserve) ; 

Dy excess reserves; 

R = required reserves; 
demand deposits; 
potential increase in demand deposits; 
time deposits; 
reserve requirement against D; 
reserve requirement against 7’. 

1. Shift from currency in circulation into time deposits. Assume that $100 of 
currency in circulation is added to time deposits. Let rg 2 and r, 05 for 
all banks. The balance sheet for the depositor’s bank—-and for the banking 
system-—would show the following immediate changes, with implicit changes 
indicated in brackets: 

Assets Liabilities 
+ 100 T +100 
R +5 
ko +95 
ouraging saving. Governor J. L. Robertson, who voted against raising the rate 
limits, had “some doubts as to the effectiveness of such a raising of the interest ceiling in 
ittracting savings to banks, because competing institutions could always pay higher rates 
Their ability to pay more is due not to this limitation on banks but to other advantages 
with respect to such matters as taxation and restrictions as to the nature of assets that can 
be acquired. In addition, it is questionable whether generally higher rates on savings deposits 
would bring about a material increase in aggregate savings or would merely influence the 


form in which savings are held” (¢bid., p. 54) 
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Since AD, = AE/ra, assuming no cash drain, the potential expansion of de- 
mand deposits would be 95/.2 = 475. Alternatively, we may express AD, in 
terms of the change in time deposits and of the reserve requirements. 


AE = SA — AR. 

In this case 

= AT, 

= AT:r,, 
and thus 

= AT — AT:r,, 

= AT(1 — r,). 
Finally 


on AT(L — r) re) (1) 
Ta 


AD, 


The potential expansion of demand deposits is not, however, equal to the 
potential net change in the money supply, for the deposit expansion was pre- 
ceded by a reduction in currency in circulation. Letting AM, represent the 
potential net change in the money supply and AC the change in currency in 
circulation (with AC = —AT)—and thus AM, = AD, + AC = AD, — AT—we 
have 

AM, = AT(1 — 1) — Af, 
Ta 
_ AT(1 — r,) — AT-ra 
= = 





_ AT(1 — re — ra) 
Ta 





Inserting the values of our illustration in equation (2), AM, = 375. 

II. Shift from demand deposits into time deposits. Again assume that time de- 
posits rise by $100, this time through a shift of demand deposits into time 
deposits.® With the same reserve requirements as before, the balance sheet shows. 


Assets Liabilities 

A -15 D —100 

E +15 T +100 
* Governor Robertson, in his dissenting statement, observed (tbid., p. 55) that “any re- 
sulting tendency to shift from demand to time deposits would reduce required reserves and 
thus release reserves for lending. This would not be in harmony with existing Federal Re- 


serve credit restraint policies.” However, as seen below in the text, this type of shift will 
reduce the potential net change in the money supply. 
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Potential demand deposit expansion is 15/.2 = 75. 
AR = AD-ra + AT-r;. 
In this case 


AT —AD, 
and thus 
AR = AT-r, — AT-ra. 
Since AA = 0 in this case, 
AE = AT-rg — AT-r,, 
AT(ra — ri). 


Finally 


_ AT(ra — rv) , 
Sa “ 


AD, 


In this case, the potential net change in the money supply must be negative: 
the potential expansion of demand deposits through new loans is smaller than 
the initial shift out of demand deposits. Since AM, = AD, + AD = AD, — AT, 

= AT (ra — rs) 


4M, o SSE ~ af, 
Ta 





- AT(ra — r.) — AT -ra 
Ta , 


AT-r: 
— (4) 


In our illustration, AM, = —25. 

In both cases I and II, the increase in time deposits is preceded by a fall in 
the money supply and is accompanied by an increase in excess reserves and thus 
in potential demand deposit expansion. If a potential expansion of demand de- 
posits is undesired, an increase in excess reserves must be avoided. This would 
be achieved in case I, where there is an initial money flow into the banks, if 
required reserves were to rise by the amount of time deposits, i.e., if r, = 1. 
This is illustrated by equation (1): since AD, = AT(1 — r:)/ra, if re = 1, then 
AD, = 0. Similarly, we may restrict the potential net expansion of the money 
supply to a value of zero by making the sum of the two required reserve ratios 
equal one: since, in equation (2), AM, = AT(1 — rm: — ra)/ra, ifr: + ra = 1, 
it is apparent that AM, = 0. 

In case II, where there is initially a shift in deposits from one category to 
another, there would be no net change in excess reserves if the reserve require- 
ment were the same for both demand and time deposits. Since, in equation (3), 
AD, = AT(ra — r:)/ra, AD, = O if ra = r,. And since, in equation (4), AM, = 
(—AT-r,)/ra, AM, = Oifr, = 0. 
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To encompass both cases with single rules, in order to keep the potential 
expansion of demand deposits equal to zero, we must specify that ra = r; = 1: 
a system of 100 per cent reserves against all deposits; in order to keep the po- 
tential net expansion of the money supply equal to zero, it must be the case that 
re = Oand rg = 1. 

To this point we have assumed that the situation is purely one case or the 
other, i.e., the increase in time deposits is matched either by a fall in currency in 
circulation or by a fall in demand deposits. We may broaden the analysis to 
include the situation in which both changes occur. Let AT’, represent the in- 
crease in time deposits stemming from a deposit of currency and AT’, the in- 
crease resulting from a shift out of demand deposits. 


4A = AT,, 
and since AD = —AT, 
AR = (AT, + ATa)r: — ATa-ra. 
Thus 
AE = AT, + ATa-ra — (AT m + ATa)r:, 


= AT,,(1 — ri) + ATalra — 12). 


_ AT,,(1 = rs) AT Ara _ rs) 


Ta 


AD, 





This result is simply the sum of equations (1) and (3). 


With respect to the potential net change in the money supply, we may write 


e. AT,.(1 — r.) + ATalra — rd — AT m+ta — AT a-ra 





AM, = 
P fa 


ena! AT,,(1 = %, = Ta) —_ ATa‘rt 
Ta 


(6) 





Suppose that time deposits rise by $200; of the total, $50 come from a deposit 
of currency, and the remaining $150 come from a shift out of demand deposits. 
We have the following balance sheet situation: 


Assets Liabilities 
A +50 D —150 
R —20 T +200 
E +70 
Potential expansion of demand deposits is $350, and potential net expansion 
of the money supply is $150. Suppose that there is the objective to set reserve 
requirements at such levels as will obviate all potential deposit expansion, leav- 
ing AM, = —AT. Knowing the values of the shifting assets and given a value 
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for either of the reserve requirements, i.e., demand or time, we may determine 
the necessary value of the other. 

We may restate the objective: the increase in required reserves must equal 
the increase in actual reserves, thus leaving excess reserves unchanged. Hence 
we write 

AR = AA. 
From our assumptions, 
AT m*Tt + AT a'r: + AD-ra AT » ’ 
AT m*Tt + AT ar: — ATa-ra ,\ 


and 
(AT m + ATa)ri = AT m + ATa-ra. 
Since AT = AT,, + AT, 
AT +r, = AT, + ATa-ra, 


and 


bs AT, + ATa:ra 
AT ‘ 





Ts 


In our illustration, with AT,, = 50, ATs = 150, and AT = 200, if ra = .5, then 
r= .625. 
Similarly, we could solve for ra instead of r; : 
AT-r, —A 
= Pre ate (8) 
AT a 


Ta 


Illustrative combinations of r,; and rg which will make AE = 0 in this particular 
instance when AT stems from a reduction of both demand deposits and currency 


in circulation follow: 


2 0 


Except with 100 per cent reserves against both types of deposits, it must be 
the case that r; > ra. Specifically, we may substitute AT — AT, for AT,, in 
equation (7) and rewrite the equation in the form 


AT-r, = AT — ATa + ATarra, 
AT «(1 _- ra) AT( = rs). 
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Since AT > AT., 
l-—-ra>l1l-—r., 
and 
ry > Ta. 


The economic content of this result is that r, must be sufficiently large, given 
the ratio, AT/AT, , not only to offset the reduction in required reserves stemming 
from the fall in demand deposits, but also to absorb into the required reserve 
category the entire increase in actual reserves stemming from the deposit of 
currency. 

As a final elaboration, we can deduce the necessary reserve requirements for 
a “neutral” expansionary situation, i.e., the potential increase in deposits which 
exactly offsets the initial fall in the money supply, and thus AM, = 0. As before, 
knowing the value of either of the reserve requirements, we can determine the 
other. Since, in equation (6), 





AT,.(1 — ri — ra) — ATa-r: 


M, = 
Al Pp Ta 


AM, = Oif 
AT »(1 — rt — Ta) AT ati, 
AT m — AT mt: — AT m:ta = ATa-r: , 


r(ATm + ATa) = AT»(1 — ra). 


at AT ati —_ Ta) 


AT 
And, from equation (9), 
AT-r, = AT a — AT a'Ta, 
and 


= AT m = AT -r; a Ou AT -r; 
? AT. - *: 


Ta 


Equation (9) can be written: 
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For a given value of AT,,,/A7& he larger is r; , the smaller must be rz. Starting 
from initial values for all variabl& which will make AM, = 0, if ra is reduced, 
R will fall by a smaller amount (anS/ will rise by a smaller amount) when 
demand deposits are shifted, but the defsgnd deposit expansion coefficient will 
be increased. The latter influence predomint%gs, so r; must be increased as rg 
is decreased in order to increase R (decrease FE) Nafficiently to keep AM, = 0. 
Continuing with our assumed values of AT, = 150 allj AT, = 50, the following 
is illustrative of alternative combinations of reserve requirements which would 
make AD, = AT®: 
Ta 
1.0 
6 


2 
.O1 

If in response to the Federal Reserve’s encouragement, the public is induced to 
increase its holdings of time deposits, excess reserves and hence potential ex- 
pansion of demand deposits will probably rise. The potential expansion of de- 
mand deposits may be sufficient to increase potentially the money supply. To 
be sure, an increase in excess reserves is not a necessary concomittant of an in- 
crease in time deposits: appropriate reserve requirements would preclude (and 
appropriate open market operations would offset) such an impact on reserves. 
However, the reserve requirements which would prevent the increase in excess 
reserves bear small similarity to current requirements, and there appears to be 
no basis for anticipating a change to the necessary levels. And there is good basis 
for pessimism that open market operations would be at the proper time and in 
the proper magnitude—or in the proper direction!’ In any case, if either changes 
in reserve requirements or open market operations are necessary to prevent a 
potential net expansion of the money supply, it seems in order to suggest that 
such conventional tools of credit control at least reduce the desirability of en- 
couraging the growth of time deposits as an anti-inflationary measure. 

We have dealt in terms of potential deposit expansion.’ One could, of course, 

* We do not present a combination including ra = O. Since in the present problem AE > O 
and it is required that AD}.<  , it follows that ra = O is an illegitimate value. 

*See, eg., Lloyd W. Mi “Monetary Policy and Stabilization,” American Economic 
Review, Papers and Proceedings»May 1951, XLI, pp. 191-193. For later years, the reader 
can draw his own conclusion from he Federal Reserve Instruments, July 1952-October 
1954,” Federal Reserve Bulletin, Decer&ber 1954, pp. 1242-1244. 

*It should be recalled from footnote 3that our restricted emphasis is on the money sup- 
ply. Furthermore, to this point we have stplified the analysis by concentrating solely on 
the “mechanical” potentialities of banking o prations on the money supply as affected by 
a shift by the public into time deposits from detyand deposits and/or currency, other things 
remaining the same. It may be well to illustrate that the problem could be placed in a wider 
context. » 

Consider the situation prior to the action of the Fed?yal Reserve in permitting higher in- 
terest rates on time deposits. Assume an equilibrium amo? the rate of interest, the levels 
of money income and of prices, the money supply, and the Qambridge A, such that the 
public is not inclined to make net shifts of assets from one n to another. Now, the 
equilibrium is upset by the banks paying higher rates on time depwgits. At the prevailing 
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hope that the banks would not utilize the excess reserves newly created by the 
increase in time deposits. If the banks do not expand loans, the loan/deposit 
ratio would fall, and this ratio has been higher than banks (and bank examiners) 
desire. But one can scarcely expect banks to pay a higher interest rate to attract 
time deposits and then forego expansion on the basis of the excess reserves thus 
acquired. And, in fact, the loan/deposit ratio maintained its high level in 1957 
despite the recession in the latter part of the year, accompanied conspicuously 
by a large run-off of inventories.® 








level of income and prices, the public may be willing to hold less money, i.e., K falls, and 
money assets are shifted to time deposits. (This is not to say that income will not fall: no 
individual wishes or anticipates that income, either personal or national, will fall as a result 
of his adding to his time account, but if many individuals make the shift into time deposits 
an act of saving, ie., if V does not rise sufficiently to compensate for reduced M, income will 
be reduced.) Next, the banks are enabled to expand demand deposits, although, as we have 
seen, such potential expansion may be more or less than the initial shift out. of money. But 
K presumably is not a function solely of the interest rate, and it may change again in either 
direction. If K now rises—perhaps because of general anticipation that the Federal Reserve 
anti-inflationary policy will be effective—and in the same proportion as the money supply, 
still nothing happens to income. If, as seems likely, K does not fully compensate for the rise 
in money supply, income rises; if K overcompensates, income falls. Determinant answers 
in this realm of analysis must be based on arbitrary assumptions as to the nature of the 
K-function. 

a 





Deposits other than 
Loans interbank 
Loans/Deposits 





(Millions of dollars) 





Central Reserve City Member 
Banks 
December 31, 1954 14,823 29,067 
December 31, 1955 | 17,982 30,492 
December 31, 1956 19,759 29,733 
December 31, 1957 19,954 30,035 


Central Reserve City and Re- | 
serve City Member Banks 
December 31, 1954 38 , 809 83,419 
December 31, 1955 46 ,604 87,779 
December 31, 1956 51,542 88 ,379 
December 31, 1957 52,759 89,976 


All Member Banks 
December 31, 1954 60, 250 141,269 
December 31, 1955 70,982 147,892 
December 31, 1956 78,034 151,051 
December 31, 1957 80,950 





Source: Federal Reserve Bulletin. 

Governor Robertson refers (loc. cit.) to the present situation in which ‘‘New York City 
banks . . . have substantial time deposits consisting of foreign central banks’ balances and 
other liquid funds . . . but have permitted their holdings of liquid assets to fall to excep- 
tionally low levels. They now want to raise interest rates payable on such deposits to keep 
from losing them because they are so ill-prepared to meet the withdrawals.”’ 
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Il. SHIFTS FROM OTHER NON-MONEY ASSETS INTO TIME DEPOSITS 

The foregoing analysis is concerned with the increase of time deposits involving 
a substitution by the public of time deposits for either already existing demand 
deposits or currency in circulation. However, higher interest rates paid by banks 
on time deposits might induce a substitution of time deposits for non-money, or 
“other,” assets, i.e., assets other than demand deposits or currency and other 
than time deposits. This raises a number of possibilities, both inflationary and 
deflationary. 

(a) Other assets could be sold to the banking system for demand deposits, 
and the demand deposits could then be shifted to time. Or other assets could be 
sold to the banks for cash, which, we may assume, would reduce actual reserves, 
and then the cash is deposited in time accounts, the cash replenishing actual 
reserves. In both cases, the net changes on the banks’ balance sheet would be 
an increase in other assets and an increase in time deposits. The actual reserve 
position would be unaffected, but required reserves would rise, and excess re- 
serves would fall. Specifically, we have 


AR = AT -r;, 
AE —AT-r;, 


—AT-r; 
Ta : 


AD, = AM, = 


Here the increase in time deposits, originating from a shift out of other assets, 
is deflationary. 

(b) Suppose that the other assets are disposed of, not to the banking system, 
but to the central bank. Funds thus acquired are deposited in time accounts. 
Required reserves rise, but actual reserves rise’ by a greater amount, thus in- 
creasing excess reserves. This increase in time deposits, resting on the open market 
purchases by the central bank of other assets from the public, is inflationary. 

(c) However, suppose finally that when the public desires to liquidate other 
assets, neither the commercial banks nor the central bank absorb them. With the 
public striving to liquidate by shifting within itself ownership of non-money 
assets in exchange for money, the prices of other assets will be bid down, and 
interest rates will rise. Assuming that initially the interest rates on time deposits 
and the rates on other assets were in an equilibrium relationship, i.e., the public 
showed no net tendency to shift assets from one category to the other, the raising 
of time deposits rates upsets the equilibrium, and there is a shift into time 
deposits. The rise in rates on other assets continues presumably until a new 
equilibrium relationship is established. The new pattern of interest rates is at a 
higher level, and the higher rates may be deemed deflationary. (Interest rates 
would have an upward tendency also in cases (a) and (b), but presumably the 
pressure would be greater in case (c), where the public does not have the alterna- 
tives of shifting other assets to the banks or the central bank.) However, depend- 
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ing on whether the increased time deposits are acquired through a reduction in 
the public’s holding of demand deposits or of currency, the potential net change 
in the mdzey supply may be either negative or positive. 

There is, then, no easy, mechanical line of causal sequence leading from higher 
rates on time deposits to increased saving to increased time deposits to defla- 
tionary pressures. There may be no increase in saving when time deposits rise 
but only a shifting out of old assets into a new one. And the increase in time 
deposits may or may not be deflationary. 





PRODUCTIVITY, RELATIVE PRICES, AND INCOME 
DISTRIBUTION 


JAMES G. WITTE, JR. 
Ohio University 


The contribution of modern macroeconomic analysis has been the effective 
demonstration that relative prices alone do not determine the level of economic 
activity. This proposition is by now so thoroughly accepted by economists that 
much serious and uncontroversial work is being directed at the integration of 
the old and the new, of price theory and the theory of income determination.’ 
Despite the evidence of this post-Keynesian trend of reconciling the theories 
of resource allocation and income determination, there still exists a tendency for 
some economists to extend the Keynesian “revolution,” to widen the alleged 
chasm between pre-Keynesian and post-Keynesian thought. According to a 
modern school of thought, of which Dr. Kaldor might be taken as representative, 
not only do movements in relative prices not account for changes in the level 
of economic activity, but they play a negligible role, at best, in accounting for 
changes in the distribution of income.* Thus the familiar role of the price sys- 
tem in distributing the joint product of cooperating agents of production is 
challenged by this modern variant of macroeconomic analysis. The acceptance 
of this point of view would probably imply the rejection of price theory as ob- 
solete, because it is difficult to see how a system of relative prices could allocate 
resources and, at the same time, have nothing to do with the distribution of in- 
come among resource owners. 


THE CHALLENGE TO TRADITIONAL THOUGHT 


In Kaldor’s approach to the theory of income distribution the familiar con- 
cepts of cost and productivity play no apparent determining role. Rather the 
distributive shares of labor and property income are determined exclusively by 
aggregate savings and investment propensities. Not only is there no apparent 
relation between these savings and investment propensities and the productivity 
concepts, except in a tautological sense, but Kaldor explicitly denies that mar- 
ginal productivity has anything to do with determining the relative income 
shares of labor and property.* This surprising conclusion, if correct, would ap- 


*For an example of representative studies cf. Sidney Weintraub, A New Approach to 
the Theory of Income Distribution (Philadelphia: Chilton Co., 1958) and idem., “The 
Micro Foundations of Aggregate Demand and Supply,” Economic Journal, September 1957; 
also L. E. Fouraker, “The Multiplier and Monopolistic Competition,” Southern Economic 
Journal, October 1956. 

*Cf. Nicholas Kaldor, “Alternative Theories of Distribution,” Review of Economic 
Studies, February 1956, and idem., “A Model of Economic Growth,” Economic Journal, 
December 1957. For a similar analysis of the role of relative prices in income distribution 
see Joan Robinson, The Accumulation of Capital (Homewood, Ill.: Richard D. Irwin, 1956). 

*“ |. it is the choice among a range of techniques requiring more or less capital (and more 
or less labour) per unit of output which alone makes it possible (theoretically) to assign 
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pear to drive a complete wedge between the theory of resource allocation, on 
the one hand, and the theory of income distribution, on the other. What data 
are relevant to the explanation of the level of a certain industry’s output and 
its input of various labor services would appear to be totally irrelevant to the 
explanation of the share of wages in the national income. Moreover, since Kal- 
dor’s model, on a superficial view, is consistent with, or not contradicted by, 
empirical evidence of secular stability in distributive shares, the familiar propo- 
sitions of allocation theory immediately become suspect. The reason for sus- 
picion is simple. Can a system of relative prices allocate if it does not distribute? 
The writer will attempt to demonstrate, however, that Kaldor’s model, if cor- 
rected for internal inconsistencies, will not support his contention that distribu- 
tive shares are determined independently of marginal productivities; indeed 
the writer will show that his assumptions imply a frozen pattern of resource al- 
location. Only then will relative prices not influence income distribution. 


THE KALDOR MODEL 


According to Kaldor the relative division of the national income between 
wages and profits is a function of the propensities of wage earners and entre- 
preneurs to save and the ratio of investment to income. Given these savings 
propensities, the relative share of profits is directly proportional to the ratio of 
investment to income, while the wage share is inversely proportional.* Thus the 
greater is the ratio of investment to income, the larger will be the profit share 
and the smaller will be the wage share, provided that the aggregate propensity 
to save is constant. Conversely, given the ratio of investment to income, the 
larger is the aggregate propensity to save, the smaller will be the profits share 
and the larger will be the wage share. Thus, under conditions of full em- 
ployment, with the investment-income ratio constant, an increase of wage 
earners’ savings propensities will actually result in a higher real wage and a 
larger wage share. If we can make any identification of entrepreneurs with the 
banking authorities, we might even suggest that the institution of consumer 
credit is an ingenious means of reducing real wages and raising the profits share 
at the expense of wage earners.° _ 

The critical assumptions in this model are 1) that price flexibility ensures 
stability of real income at full employment and 2) that the investment-income 
ratio is invariant with respect to changes in the savings propensities. From this 
it follows that a change in savings propensities will merely alter relative income 





specific marginal productivity shares to the factors of production, Labour and Capital, in 
the long run. Our model, however, shows that for the system as a whole, the share of wages 
and of profits, and the rate of profit on capital is determined quite independently of the 
principle of marginal productivity.” “A Model of Economic Growth,” p. 602. 

‘Profits and wages are not defined rigorously in Kaldor’s presentation. The wage share 
would apparently include salaries and supplements to wages and salaries. Profits are im- 
plicitly defined as the difference between aggregate value added and wages as defined. 

* By a different method Weintraub has reached a similar conclusion. “As households (of 
wage earners) go into debt to improve their current living standards, the results can only 
be unfavorable (relatively) to the wage-earning group as a whole compared to profit re- 
cipients.” A New Approach to the Theory of Income Distribution, p. 91. 
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shares without producing a change in the level of real income or a change in the 
ratio of investment to income. Likewise the investment-income ratio can change 
without producing compensating changes in the savings propensities or in the 
level of economic activity. The main justification for the full-employment as- 
sumption, according to Kaldor, is that this is reasonable in a long-run growth 
model, in which fluctuations in the level of employment are not significant. Thus 
if the ratio of investment to income rises, the relative share of profits will rise 
and that of wages will fall, provided that the marginal propensity to save of 
entrepreneurs exceeds that of wage earners.® This rise in the investment-income 
ratio is treated by Kaldor as a simple rise in the level of investment and, hence, 
as a rise in the level of aggregate money demand. This will create upward pres- 
sures on prices, raise profit margins, and raise real savings at the expense of 
real consumption. With constant savings propensities, and no rentier class to be 
adversely affected by the rising prices, this must mean a transfer of real income 
from wage earners to corporations. Alternatively, a reduction in the investment- 
income ratio, treated by Kaldor as a simple drop in the level of investment and 
aggregate demand, will lower prices and profit margins and increase real con- 
sumption at the expense of real savings. Given the difference in savings propen- 
sities, there must have been a transfer of real income from entrepreneurs to 
wage earners or the drop in real savings would not have occurred. Kaldor thus 
concludes that “capitalists earn what they spend, and workers spend what they 
earn.”* Obviously this follows only if the change in the level of investment 
spending produces the required change in the investment-income ratio. 
According to Kaldor, the only possible role for marginal productivity to play 
in this analysis is that of altering the capital intensity of production, and hence 
the investment-income ratio, in response to changes in the profits share. If the 
aggregate capital coefficient is sufficiently sensitive to changes in the profits 
share so as to alter the investment-income ratio, then the independent role of 
the latter in the determination of relative shares would have to be abandoned; 
that is, there would be a feedback from income distribution to the investment- 
income ratio. But he asserts that technical innovations are “far more influential” 


* Let Y = national income, W = wages, Pr = profits, S = savings, 7 = investment. 
Kaldor’s model is as follows: 


(1) Y =W+ Pr 
(2) S=I 
(3) S= 8S, + 8S, 
(4) Se = &W 
(5) Spr = 8p-Pr 
(6) I = 8 Pr + 8 W = 8Pr + 8o(Y — Pr) = (8 — 8) Pr + oY 
Thus 
(7) Pr/Y = 1/(8* — 8@)I/Y¥ — 86/(8pr — 8e) 
* “Alternative Theories of Distribution,” p. 96. 
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on the optimum capital intensity than are price relationships." Thus relative 
prices are cast out along with marginal productivity as unimportant in the de- 
termination of income distribution. This remains a function of the investment- 
income ratio and of the propensities to save. 


THE IMPLICATIONS OF CONSTANCY IN RELATIVE SHARES 


If the optimum capital intensity is invariant with respect to changes in rela- 
tive prices, and if the previous conclusions are accepted, then a growth in income 
will be accompanied by constant relative shares. With the investment-income 
ratio constant, real wages will rise in proportion to ‘the rise in per capita out- 
put.® This conclusion is difficult to interpret, however. A constant ratio of capital 
to labor, or capital intensity, requires that the growth of the capital stock be 
proportional to the growth of the labor force if the maintenance of full employ- 
ment is assumed. But the growth rate of the capital stock is the integral of the 
growth rate of investment and, as such, would have a power index greater by one 
than the growth rate of investment.'® This would mean that the capital stock 
and the labor force would both increase more rapidly than income, with the re- 
sult that wages per man and profits per dollar of capital would decline. The 
writer is not certain if Kaldor meant that the real wage per man is expected to 
rise indefinitely or only for a limited period of time, but what he should have 
meant is that the hypothesis of constant relative shares, as interpreted within 
his model, implies a tendency for the rate of profit and the rate of wages to fall. 
How long such growth could continue with a falling rate of profit is an interest- 
ing question, but more important is the question of how well this model “ex- 
plains,” or is consistent with, the empirical evidence of secularly stable relative 
shares. The evidence of Kuznets, Johnson, and Phelps-Brown and Hart on this 
question does not indicate any significant decline in the rate of profit and points 
to a rather substantial rise in real wage rates for both the United States and the 
United Kingdom." Thus Kaldor’s theory appears to be consistent with the evi- 
dence of stability of relative shares but inconsistent with the data on variation 
in wage rates and rates of profit. Consequently his hypothesis could be rejected 
because of the inaccuracy of its predictions, unless one is prepared to interpret 
historical growth rates of income and investment as exponential. This theory 
deserves more than a simple rejection, however, because it presents a sharp 


® Ibid., p. 98. 

*If the wage earners’ marginal propensity to save can be abstracted from as insignificant, 
then Kaldor’s basic equation becomes 

Pr/¥Y = 1 — W/Y = 1/aye I/Y = 1/ape dY/Y I/dY. 

“Tf the growth rate of investment is an exponential, however, this conclusion would not 
hold, since the integral of an exponential function is proportional to the function itself. See 
Franz Gehrels, “Factor Substitution, Consumer Wealth, and Growth Stability,” American 
Economic Review, September 1957, p. 631. 

“Simon Kuznets, National Income and its Composition, 1919-38 (New York: National 
Bureau of Economic Research, 1941), vol. I; D. Gale Johnson, “The Functional Distribu- 
tion of Income in the United States, 1850-1952,” Review of Economics and Statistics, May 
1954; E. H. Phelps-Brown and P. E. Hart, “The Share of Wages in the National Income,” 
Economic Journal, June 1952. 
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challenge to familiar ways of thinking about distribution. Moreover, this line 
of thought is sufficiently representative of much post-Keynesian growth theory 
that an analysis of its shortcomings is instructive. 


DIFFICULTIES IN THE MODEL 


The analysis raises several difficulties which Kaldor has not attempted to re- 
solve. In the Keynesian system, even under conditions of full employment, the 
investment-income ratio is not independent of savings propensities. Rather it is 
functionally related to them through the operation of the multiplier. The origi- 
nal Keynesian hypothesis was not that the investment-income ratio was inde- 
pendent, but it was that the level of investment was independent of the savings 
propensities. Moreover, if the savings propensities of the different functional 
income receivers are unequal, the multiplier and the ratio of investment to in- 
come will have different values for each pattern of income distribution. In order 
to demonstrate these propositions the writer will use a simple Keynesian model 
based on the assumptions of stable savings propensities and full employment, 
that is a zero elasticity of output with respect to aggregate demand. 

In our model let P represent the general price level, let O represent real out- 
put, let w represent the money wage rate, let N represent the level of employ- 
ment of labor, let e, be the elasticity of prices with respect to aggregate demand, 
let e, be the elasticity of output with respect to aggregate demand, and let a, b, 
g and h be parameters in the savings functions. 


(1) S/P=a+ (1—b6)Y/P 

(2) S=aP+ (1-—b)Y 

(3) dS/dY = adP/dY + (1 — b) = aP/Y(dP/dY Y/P) + (1 — b) where 
dP/dY Y/P = e, 

(4) Since Y = PO, and dO/dY Y/O = e,, thene, + e, = 1 


(5) dS/dY = e,aP/Y + (e, + e.)(1 — b) = e,(aP/Y = 1— b) + e,(1 — b) 
= eS/Y = S/Y since e, = O and e, = 1 by assumption 


(6) dY/dI = 1/S/Y 

(7) Since I/Y = S/Y, it necessarily follows that I/Y = 1/dY/dI 
(8) S= gwN + hA(Y — wN) = (g — h)wN + AY 

(9) S/Y = (g — h)wN/Y +h =1/Y 


The verbal interpretation of the model is rather simple.’* If real saving is 
a linear function of real income, than saving in money terms is an increasing 
function of money income and a decreasing function of the price level. As a 
consequence of the assumption of full employment, the elasticity of the general 
price level with respect to aggregate demand is unity. This implies that the 


*This model is adapted from Myohei Shinohara, “The Multiplier and the Marginal 
Propensity to Import,” American Economic Review, September 1957. 
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marginal propensity to save is equal to the average propensity to save when 
the numerator and denominator of both expressions are measured in nominal 
money terms. Thus the money-income multiplier is the reciprocal of the av- 
erage and marginal propensities to save. Since investment and saving are 
equal by definition, it follows that the ratio of investment to income is equal 
to the average propensity to save which, under the strict conditions of full 
employment, is equal to the reciprocal of the multiplier. Thus the value of the 
investment-income ratio is functionally dependent upon the values assigned 
to the propensities to save. Further if the marginal propensities to save of wage 
earners and enterpreneurs are different from one another, the distribution of 
income must be included as a term in the aggregate saving function. From 
this it follows that the ratio of investment to income and the money-income 
multiplier are functionally related to the distribution of income as well as to 
the individual savings propensities. 

Thus we are entitled to conclude that the investment-income ratio cannot 
be invariant with respect to the savings propensities of wage earners and entre- 
preneurs, and that this ratio can be independent of the distribution of income 
only if the marginal propensities to save of the two functional income groups 
have identical values. It is interesting to note that the only condition under 
which the investment-income ratio could be invariant with respect to the dis- 
tribution of income is the one condition which in Kaldor’s formulation pre- 
vented the model from being determinate. In his formulation, the two marginal 
propensities to save could not have identical values; yet he concluded that 
the investment-income ratio was invariant with respect to the distribution of 
income when the savings propensities differed in value. 

As a consequence of the essential dependence of the investment-income ratio 
on the distribution of income, much of Kaldor’s argument is pure tautology. 
Certainly the conclusion that a changing investment-income ratio will alter 
the share of profits in the same direction is tautological, because, with constant 
savings propensities, a change in the investment-income ratio can only occur 
if the share of profits changes. A change in the investment-income ratio, then, 
is a change in the distribution of income if the savings propensities are con- 
stant, and no causal inference can be drawn from a definitional relation. That 
the inference of causation is not only illegitimate but raises difficult questions 
of interpretation can be demonstrated from a closer analysis of the processes 
of “forced saving” and “forced dissaving’”’ under conditions of full employ- 
ment. Let there be an autonomous increase in the level of investment spending 
financed (say) by bank credit. Kaldor would contend that this would result 
in a rise in the investment-income ratio because of flexible prices. Surely the 
price level would rise, but so would the wage level. Can we conclude that the 
price level will rise relative to the wage level so that there will be a rise in 
profit margins and real savings? This can be concluded only if one of two 
conditions hold. First there may be some ceiling, such as may be imposed by 
direct controls over wages, which prevents the rise in wage rates. Otherwise 
the attempt by entrepreneurs in the capital-goods industries to acquire more 
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labor would be frustrated by a rising money demand for consumer goods to 
which higher wage payments give rise."* The assumption of a lag of wages 
behind other prices does not save the argument, because not only is this a 
deus ex machina but such a lag has no influence on equilibrium values if the 
model is stable at full employment. However if resort is not had to direct 
controls, the forced-saving conclusion can be deduced if an additional premise 
is made concerning inter-industrial differences in the ratio of wages to profits, 
or in the relative share of wages. If the money wage rate is equal to the value 
of labor’s marginal physical product in each industry, it can be shown that 
the relative share of wages in each industry is equal to the ratio of the marginal 
to the average physical product of labor in that industry. If the ratio of the 
marginal to the average product of labor is less in the capital-goods industries 
than it is in the consumer-goods industries, then the increase in the money 
demand for capital goods will shift the aggregate income distribution in favor 
of profits at the expense of wages. If the marginal propensity to save of 
entrepreneurs is greater than that of wage earners, then real saving will rise, 
and the real demand for consumer goods will decline. Thus a rising level of 
investment expenditures may produce the desired change in the composition 
of output and a shift in the distribution of income from wage earners to 
corporations, but only if the relative share of wages in the value of capital- 
goods output is greater than in the value of consumer-goods output. The op- 
posite shift, holds, mutatis mutandis, for a falling level of investment ex- 
penditure, provided that the model is stable at full employment. 

This analysis supports Kaldor’s thesis to the extent that the necessary dif- 
ference in the inter-industrial income composition does exist. But this means 
that relative prices and marginal productivity have re-emerged as pivotal 
concepts for the explanation of changes in income distribution along with, to 
be sure, the savings and investment propensities. If technology and relative 
prices were such that there were no inter-industrial differences in income 
composition, and a fortiori if labor’s relative share were greater in the capital- 
goods industries, a rise in the investment-income ratio would be impossible if 


* This is a necessary consequence of the assumption of full employment, since the average 
and marginal propensities to consume and save are equal when measured in nominal money 
terms. 

“If w = dQ,/dN,;P; where the subscript refers to the ith industry, then wN,/P;Q; = 
dQ,/dN.N:/Qi = MPP,/APP;, . Further the relative share of labor in the national income is 
a weighted average of the relative share of labor in all industries; the weights are, of course, 
the relative importance of each industry’s value added in the national income. Formally 
this can be demonstrated as follows: 


wN/Y = wN,/Y + wN2/Y + --- + wN,/Y 
= wN,/P,Q:P; Q:/Y + --- + wN,/PrQn PrQn/Y 


= 5 MPP,/APP, P.Q./Y 
tal 


These results were arrived at by Weintraub. Cf. A New Approach to the Theory of Income 
Distribution, pp. 51-56. 
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the individual savings propensities were stable. Indeed, given the assumption 
of a passive monetary policy, Kaldor’s model is stable at full employment 
only if labor’s relative share is less in the capital-goods industries than in the 
others. If the reverse were true, and entrepreneurs were determined to increase 
the level of real investment, the real demand for consumer goods would rise 
relative to the real demand for capital goods, and the investment-income ratio 
would fall. The result would be unexpected disinvestment accompanied by 
accelerating inflation. Moreover, the attempt to reduce real investment would 
also fail unless labor’s relative share were less in the investment than in the 
consumption sector. The lowered level of investment spending would reduce 
the aggregate relative share of wages and raise the aggregate propensity to 
save. The investment-income ratio would rise continuously, accompanied by 
an accelerating deflation of prices, as long as entrepreneurs continued the 
attempt to reduce real investment. 


CONCLUSIONS 


Thus this modern macroeconomic argument, purportedly dispensing with 
the concept of marginal productivity for the explanation of income distribu- 
tion, depends for its internal consistency on particular patterns of relative 
prices and particular relations between the marginal productivities of labor 
and capital. Such an argument cannot, therefore, be used to deny the rele- 
vance of marginal productivity to an analysis of functional distribution. The 
stress on the importance of savings and investment propensities is undoubtedly 


correct, since the determination of relative shares is largely a macroeconomic 
problem. Yet an overstatement of their exclusive importance, accompanied by 
a neglect of the relative price and productivity aspects of the distribution 
problem, can only lead to error as the above analysis has demonstrated. 
Kaldor’s error was largely due to his neglect of the influence of relative prices 
on the composition of output. It is not difficult to imagine a constant pattern 
of income distribution when the composition of output between capital goods 
and consumer goods is frozen, and this is essentially what Kaldor’s theory 
amounts to. In order to demonstrate that changes in relative prices do not 
affect income ‘distribution, he has implicitly assumed that they have no in- 
fluence on the allocation of resources. The conclusion is simply that a system 
of relative prices which does not distribute income does not allocate resources 
either, and one which does allocate resources also distributes income. 
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I 


In “Monetary Velocity in the United States,” Professor R. T. Selden has 
made what will doubtless rank as an important contribution to the literature 
on income velocity. The general purpose of his essay is to discover how in- 
come velocity has behaved in the United States and to isolate causes for varia- 
tions in ratios of income to the quantity of money.*? With this general intent 
no student will quarrel. Every reader will welcome also the efficient manner 
in which Professor Selden handles the material considered. Yet, though the 
items included are important, some needed and available ingredients are omit- 
ted. Omission of these leads to some conclusions that are at least questionable. 


II 


This section summarizes Selden’s argument. It first presents his definition 
of income velocity, his definition of the demand for money, the list of factors 
causing shifts in this schedule, and the results of his chief statistical effort, 
which is primarily concerned with the period 1919-51 as a whole. Next follow 
a summary of cyclical movements in velocity ratios during 1919-51 and Selden’s 
explanation for each movement. Third, Selden’s position on long-run move- 
ments of velocity ratios during 1839-1929 is set forth. 

A. The income velocity of money is indicated by the ratio of national in- 
come to the quantity of money. As denominator of his velocity ratio, Selden 
uses the sum of outside currency and adjusted deposits including United States 
Government holdings of Treasury cash and bank deposits. As numerator he 
employs net national product or national income. The “best possible estimates” 
of income velocity (V,) result, though the particular definition of V, selected 
“is less important than an awareness of the consequences of using one defini- 
tion rather than another.” * 

Selden wishes to run analysis in terms of a demand schedule for money in 
which the quantity of money demanded is a function of the cost of holding 
money. A demand schedule for a consumer good is constructed on the assump- 
tion that incomes, tastes, expectations, and prices of other things are fixed or 
that these change only in such manner as not to induce shifts in demand for 
the item under consideration. What are the analogues for investigation of this 
demand schedule for money? 

1. Income. Just as in the case of the demand for a consumer good income 


*R. T. Selden, “Monetary Velocity in the United States,” in M. Friedman, editor, 
Studies in the Quantity Theory of Money (University of Chicago Press, 1956), pp. 179-257. 

* Ibid., p. 180. 

* Ibid., pp. 186, 238. 
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is assumed constant in drawing up the demand schedule for money. For 
changes in income, Selden hypothesizes the existence of a real income effect 
and thinks that he finds a bit of evidence to indicate that this income effect 
has slight positive elasticity, or in usual terminology, an income elasticity 
greater than unity.* 

2. Tastes. In monetary analysis, “tastes” include transaction and precau- 
tionary motives for holding money and the real balance effect. 

3. Expectations. “Expectations” is very much a Mother Hubbard concept 
used to cover all specific and general anticipations which lead people to spend 
or not. 

4. The prices of other things. For purposes of Selden’s essay, this expression 
refers to the cost of money substitutes defined to consist of liquid assets, 
negotiated options to borrow, and access to the credit market. For Selden, 
bond yields minus rates on prime commercial paper (4 to 6 months) measures 
the cost of money substitutes. 

In his statistical study, Selden does not attempt to measure the price elas- 
ticity of the demand for money. Instead he correlates income velocity with 
the cost of holding money without correcting for “other things.” In order to 
test the significance of the cost of holding money during 1919-51, the period 
for which data are best, he correlates velocity ratios with bond yields, earn- 
ings-price ratios, dividend yields, bond yields minus yield on money, earnings- 
price ratios minus yield on money, dividend yields minus yield on money, the 
rate of change in the price level minus yield on money, and total yields on 
common stocks minus yield on money. For the period, which included the Great 
Depression, two wars, rapid changes in the role of government, times of ex- 
tensive deficit financing by the Federal Government, price controls, and the 
like, simple and multiple correlations are generally low. These statistical re- 
sults do not rule out the possibility that objectively measurable “cost of hold- 
ing money” may have been important in other periods or even during parts 
of the period from 1919 to 1951. 

Next, in an effort to evaluate the influence of the prices of “other things” 
during 1919-51, Selden correlates income velocity and bond yields minus rates 
on 4-6-month commercial paper. The fairly strong negative coefficient of cor- 
relation which results indicates either that a decline (rise) in this cost resulted 
in a rise (fall) in velocity or that changes in expectations or some “other thing” 
had contrary influences upon the cost of money substitutes and income velocity. 

Selden’s third major effort to account statistically for computed variations 
in income velocity involves a comparison of movements of transaction and in- 
come velocities. During the period from 1919 to 1929, a rise in the relative 
quantity of money involved in financial circulation, aided perhaps by increas- 
ing disintegration of firms, caused transaction velocity to rise and income 
velocity to drop.5 During 1933-43 the relative decline in financial payments 
was probably the main factor causing convergence in transaction and income 


* Ibid., pp. 205-207, 221, 230. 
® Tbid., pp. 222, 224-225. 
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velocities, and “On balance, it is likely that convergence contributed to both 
the rise in V, and the fall in deposit turnover.”® During 1943-46 relative price 
movements were probably the major factor contributing to divergence, and a 
relative rise in financial transactions added its bit.7 

B. The period 1919-51 is chiefly interesting because of its short-run move- 
ments of V,. In his examination of cyclical variation in income velocity, Selden 
like many others finds that income velocity generally rises during cyclical 
expansion and declines in periods of contraction. During both world wars his 
series rose initially, declined during years of fuller military effort, and moved 
upward during the early postwar period. To explain these changes Selden uses 
both statistical and nonquantitative data. 

From 1919 through 1929 there was a moderate decline in Selden’s V,. This 
development Selden attributes to “rises in financial payments relative to in- 
come, cost of money substitutes, and real income per capita, and the fall in 
cost of holding money.”* 

Selden finds interpretation of declines in V, during 1929-33 unusually difficult 
and suggests that a true explanation would require an examination of the 
business cycle itself. Some measures of the cost of holding money indicated 
decline; others pointed to upward movement. Cost of money substitutes rose. 
Uncertainty and adverse expectations overwhelmed the income effect. 

During 1933-43 V, rose steadily except for drops in 1938 and 1943. Selden 
thinks that these movements are probably the net results of a reduction in the 
relative importance of financial transactions since the 1920’s, some vertical 
integration, rising income and the income effect, some decline in the cost of 
holding money, and improvement in the state of expectations. 

During 1943-46, V, declined. According to Selden, changes in the cost of 
holding money, the income effect, and changes in the cost of money substitutes 
had doubtful influences during this period. Instead, falls in V, resulted from 
increases in financial transactions, rises in the relative importance of govern- 
mentally owned deposits, which at that time had a transaction velocity below 
that of balances held by business firms, strengthening of the precautionary 
motive because of the frequency of movement about the country and the fear 
of unemployment upon demobilization, and price and rationing controls which 
removed some of the usual alternatives to holding money. 

During 1946-51, V, rose except for a drop during 1949. There was no pat- 
terned relationship between the velocity of money on one hand and the cost 
of holding money on the other. More importance attaches to the fall in the 
cost of money substitutes, reduction in the role of government, removal of 
controls, improvement in job prospects, and return to authentic pricing. 

C. The period 1919-51 was dominated by short-run movements, so that 
secular influences cannot be readily untangled, but a great decline in V, oc- 
curred during 1839-1919. Statistical data for that period are, of course, not 


* Ibid., p. 227. 
*[bid., p. 228. 
* Ibid., p. 225. 
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as good as those since that time; but such as they are, they suggest that “Cost 
of holding money may have played an important part in the decline of V, 
before 1899, but we may conclude that it was a minor factor from 1899 to 
1919.” ° A rise in transactions relative to income contributed also, but appar- 
ently, according to Selden, the income effect upon the demand for money in- 
duced by rising real income per capita was the most important and abiding 
factor responsible for the prolonged decline in V,. 


Ill 


Selden’s study, interesting and valuable as it is, has shortcomings. 

A. Selden has added his name to the list of students who have found that 
with important exceptions the income velocity of money tends to decline dur- 
ing periods of cyclical contraction and to rise during expansion. Like many 
others he does not explicitly note that this result is in part due to the institu- 
tional nature of the monetary and banking system. As a limiting case income 
velocity might not vary with the stages of the business cycle. Such might be 
so if money originated solely as a result of short-term borrowing from the 
banks and if most firms and individuals were in debt to these institutions. In 
these circumstances, income falls (rises) could be accompanied by proprotion- 
ate drops (increases) in the quantity of money, so that income velocity need 
not change. Contraction would bring net reduction of debts to the banks; 
expansion would bring increased borrowing proportionate to the expansion in 
income. If, on the other hand, many business firms and individuals obtain 
money without going into debt to the banks, cyclical declines (expansions) 
are likely to be accompanied by falling (rising) velocity ratios. During con- 
traction some money rendered redundant by reduction in income passes into 
the possession of those who do not owe the banks and who, because of un- 
favorable outlook, elect to retain their savings in monetary form. Later, when 
improvement gets under way, some expansion can be financed by dishoarding, 
so that income velocity may rise. Until proof to the contrary is forthcoming, 
it is reasonable to assume that the magnitude of undulations in velocity ratios 
will vary inversely to the percentage of business firms and householders who 
are in debt on short term to the money-creating institutions. 

B. Selden rightly warns that, if an investigator omits time deposits from 
the money stock, these must be somehow considered in the analysis, for they 
are close money substitutes.!° Yet, by ignoring the contrary warning, he ap- 
parently suggests that one who defines money as inclusive of time deposits 
has no obligation to investigate velocity ratios for which time deposits are 
omitted from the denominator. It is correct procedure to make interpretations 
cover as broad a field as possible, and for this reason presumption lies in favor 
of including time deposits as money, but in some ways exclusive reliance upon 
this aggregate leads to error. 

In the demonstration that sole reliance upon V, is inappropriate, some ab- 


* Ibid., pp. 220-221. 
® Ibid., p. 237. 
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breviations are desirable. Let money defined to include time and savings de- 
posits be denoted by M and that excluding them be indicated by M, . Selden’s 
symbol, V,, serves well for income velocity ratios for which M is the denom- 
inator; let income velocity ratios with M, as denominator be denoted by V,. 

It will be recalled that Selden attributes the decline in V, during 1919-29 
in good part to “rises in financial payments relative to income. ...” In contrast 
to the decline in V, during this period, V, showed no such movement." The 
decline in the V, series resulted largely from the rise in the ratio of time and 
savings deposits to M from 37.3 per cent in 1919 to 51.6 per cent in 1929.'* 
That balances used for financial payments were kept largely in the form of 
time and savings deposits is unlikely. In fact, time and savings deposits are not 
generally held for purposes of making planned outlays of any kind.'* Though 
during 1919-29 financial payments rose in comparison to income, they ap- 
parently did not tie up relatively larger amounts of money, but were provided 
for by rises in transaction velocity. Since increasing financial transactions did 
not account for the decline in V, during 1919-29, it is doubtful to what extent 
they affected it during subseqent periods. Selden’s reluctance to consider any- 
thing less inclusive than M prevented discard of a factor which, in some cases 
at least, was not significant. 

C. V, has something to contribute also in analysis of long-term trends in V,. 
As indicated in Section II. C., the size of V, dropped greatly during 1839-1919. 
While V, declined during 1899-1929 by about 18 per cent, V, evidenced no 
trend up or down.'* This divergence came about because of the rise in the 
ratio of time deposits to M from 31.8 per cent in 1899 to 51.6 per cent in 1929. 
Apparently savings deposits rose faster during 1839-99 than did M, ,° but ap- 
parently V, as well as V, declined during the last six decades of the 19th 
century. Selden interprets the decline in V, as largely the result of the opera- 
tion of an income elasticity of the demand for M which is in excess of unity. 
The fact that V, tended to reach a maximum and then to level off indicates 
that income elasticity for M, is not greater than unity at all levels of income 


“J. W. Angell, Investment and Business Cycles (New York: McGraw-Hill Book Com- 
pany, 1941), pp. 337-338; A. G. Hart, Money, Dept, and Economic Activity (New York: 
Prentice-Hall, 1948), p. 168. 

* Computed by dividing total time and savings deposits as contained in Federal Reserve 
publications by M. 

*See W. Welfing, “Some Characteristics of Savings Deposits,” American Economic Re- 
view, 1940, XXX, pp. 752-753. Professor Welfing deals primarily with deposits in mutual 
savings banks in New York State. He notes that, though large deposits are largely in- 
active, a large part of the small percentage of these large accounts which are withdrawn 
in a year’s time is used to buy stocks and bonds or to retire debts (ibid., pp. 748-749). 
See also J. M. Keynes, A Treatise on Money (London: Macmillan and Co., 1930), I, pp. 
37-38, 248-257. Note that Keynes argues that savings deposits tend to increase (decrease) 
with the increase (decrease) of bearishness though the correlation is imperfect. Bearishness 
was not characteristic of 1929. 

“R. T. Selden, op. cit., p. 252; J. W. Angell, op. cit., pp. 337-338. 

*R. T. Selden, op. cit., p. 257. Thus, deposits in savings banks were 5.19 per cent of M 
in 1839; 18.17 per cent in 1859; and 29.26 per cent in 1889. 
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and suggests that even this elasticity of the demand for M may diminish as 
income rises. In this connection it is noteworthy that in 1951 V, climbed back 
to its 1929 level. 

D. The explanation of the decline in V, during 1839-1929 does not require 
an income elasticity of demand which exceeds unity for any level of income. 
Other factors were certainly operative. As Selden indicates, the rise in trans- 
actions relative to income was of importance. This rise came from several 
sources. At least since early in the 19th century there has occurred an increase 
in the proportion of output passing through the market economy. Since all 
ratios purporting to show a decline in V, are based upon income data inclusive 
of imputed income, these have a downward bias from this source. Once a 
majority of the gainfully employed in the United States were farmers, largely 
self-sufficient, and an economy of such farmers is highly integrated vertically. 
With secular decline in agriculture and rise in the importance of commercial 
farming came disintegration of firms. To some extent, a third cause of the rise 
in the volume of transactions was the growing importance of financial trans- 
actions. This factor may well have had more influence secularly than during 
cycles of the 20th century. 

In conjunction with rising relative importance of transactions, an income 
elasticity of more than unity is not prerequisite for decline in V, , particularly 
if people in a given set of circumstances have a demand for balances such that 
the desired ratio of balances to income cannot be satisfied at once or even in 
a year or so. Even if income remains constant, accumulation of these real 
balances will depress V,. Capacity to acquire desired balances may be limited 
by lowness of income and the existence of more attractive short-run alterna- 
tives. In addition, throughout much of the 19th century Americans may have 
been hindered by failure of the monetary and banking system to provide a 
suitable medium for accumulation. Many people must have been reluctant to 
build up balances of money created by wildcatters. 

E. Income velocity ratios are sometimes used in estimating prospective 
changes in income and prices which can be brought about without increases in 
the monetary stock. By 1951 V, had recovered its 1929 level. If in 1951 one 
were inclined to think further rises in prices and income could not be forth- 
coming without an expansion in M, subsequent events have proved him wrong. 
The likelihood of erroneous prediction could have been reduced by examina- 
tion of V,, for, though it rose from a low of 1.61 in 1946 to 2.44 in 1951, it was 
still far below its 1929 level of 3.58.%¢ 

F. Finally, factors which according to Selden account for changes in Vy 
would be interpreted by many of his forerunners as accounting primarily for 
variations in the percentage of money in hoards. Some readers may wonder if 
Selden regards his findings as consistent with this position of his predecessors. 


* Values for V. have been computed by dividing net national product (U. S. Depart- 
ment of Commerce, National Income, 1954 ed., a supplement to the Survey of Current 
Business, pp. 164-165) by Selden’s M minus adjusted time and savings deposits as furnished 
in Federal Reserve publications. 
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IV 


This note has attempted two tasks: to summarize Selden’s essay and to 
indicate what this reviewer believes to be inadequacies. It argues that short- 
comings originate in failure (1) to consider the importance of the manner in 
which money originates, (2) to consider velocity ratios using as denominator 
a monetary aggregate excluding time and savings deposits, (3) to give ade- 
quate attention to alternative explanations of long-run declines in his velocity 
ratios, and (4) to face clearly the question of whether or not his results are 
consistent with the findings of those who have studied velocity in terms of 
active balances and hoards. 





SMALL AREA POPULATION RESPONSE TO FULL EMPLOYMENT* 
FRANK T. BACHMURA 


Vanderbilt University 


Despite the importance placed upon the need for urban full employment in a 
solution to the South’s low income problem, we are still in considerable ignorance 
as to the precise demographic mechanisms which come into play in its solution 
and the degree to which full employment bears upon the problem. These matters 
are particularly important with respect to the agricultural sector, in which un- 
employment conventionally defined, does not occur, and with respect to areas 
located near a developing metropolis. 

A twenty-four county case study area surrounding Memphis! provides a 
theater for testing a number of hypotheses aimed to provide more precise know]- 
edge of the relevance of full employment to levels of both industrial and agri- 
cultural development within a Southern area of persistently low agricultural 
incomes, An earlier study found for 1940-50 that county population adjustments 
were selective and income-equilibrating with respect to income, race, level of 
industrial development, and residential sector. For the agricultural sector, how- 
ever, these adjustments were found to be income-disequilibrating.* The present 
study considers various demographic data with a view to determining (a) the 
relationship between such data and the level of economic development, and (b) 
the relevance of full employment in solving the low-income problem in Southern 


agriculture. Specifically, this paper considers the following hypotheses: (1) 
migration operated selectively with respect to (a) race, (b) residential sector, 
(c) age, (d) sex, and two measures of economic development, (e) agricultural 
development, and (f) industrial development in an unemployment decade* as 
well as in a full employment decade, but (2) the magnitude of such selective 
differences was greater during full employment. 


*TI wish to acknowledge the financial support of the Rockefeller Foundation without 
which I could not have undertaken this study. I am also indebted to W. H. Nicholls, A. M. 
Tang, and other members of the Vanderbilt staff for constructive criticism and counsel. 

* Readers will find a description of the area’s characteristics, including a complete listing 
of counties, in my “Migration and Factor Adjustment in Lower Mississippi Valley Agri- 
culture: 1940-50,” Journal of Farm Economics, November 1956, XXXVIII, pp. 1024-1042 

* hid. 

* Census data, used as principal source material herein, conveniently, although somewhat 
imperfectly, separate the 1930-50 period into a decade of unemployment and a decade of 
full employment. I arbitrarily considered five per cent unemployed as the limit of un- 
employment in a “full employment” economy. Although it is impossible with the available 
data to separate specifically wartime activities from the influence of full urban employment 
during 1940-50, I believe that the abstraction of such influences would not vitiate the findings 
shown. No major military training establishments were located in the area, and while con- 
scription-induced migration probably increased mobility to some extent, indications of 
high male mobility in full employment non-conscription years and high rates of female 
mobility in the full employment years support the important influence of full employment 
with or without war. 
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Race selectivity. Estimated aggregate race-specific migration rates reveal 
the racial selectivity of migration in both decades. While unemployment con- 
duced net out-migration for both races, full employment encouraged a tripling 
of the nonwhite net out-migration rate, and reversed the direction of net white 
movement to in-migration (principally to Memphis). Similar selectivities ap- 
peared with the use of simple rates of population change in lieu of migration 
rates, and with or without the inclusion of Shelby county (containing Memphis). 
Furthermore, the higher rates of nonwhite natural increase did not offset the 
racial selectivity of migration in either decade so that the nonwhite proportion 
declined over time, with the more rapid decline during 1940-50. While full 
employment tended to make the counties more alike in racial composition (as 
measured by coefficients of quartile deviation) , unemployment had the opposite 
effect.® 

Selectivity by residential sector. Although the process of urbanization was 
under way in this area during the depression decade, there can be no doubt 
that full employment greatly stimulated this process, particularly for whites, 
as the following percentages of farm to total population indicate: 


Year All Races White Nonwhite 


1930 59.84 (.055) 41.54 (.087) 72.43 (.063) 
1940 55.65 (.065) 40.77 (.094) 66.60 (.081) 
1950 42.56 (.132) 29.05 (.115) 55.45 (.107) 


That this process of urbanization is an increasingly localized one is demon- 
strated by the increases over time in the values of coefficients of quartile devia- 


tion shown in parentheses. 

These changes in composition reflect intercensal differences in rates of popula- 
tion change dependent upon employment. During 1930-40 there was a 1.09 
per cent increase in the farm population as compared with a 16.92 per cent 
decrease during 1940-50. The nonfarm population, which increased by 20.01 per 
cent during 1930-40, showed a doubled rate of increase, 40.73 per cent, during 
1940-50. These rates of change by residential sector indicate further selectivity 
when subclassified by race. For whites, the depression induced an 11.09 increase 
for the farm sector; for nonwhites, there was a decrease of 3.77 per cent. The 
succeeding decade showed a net decrease for the farm sector of both racial 
groups: whites 10.82 per cent, almost precisely a complete turnabout from 
1930-40; nonwhites, 19.67 per cent, about double the white rate, and many 
times greater than the 1930-40 reduction rate. The nonfarm sector exhibited 


¢ Decade White Nonwhite 


1930-40 —0.7 per cent —7.6 per cent 
1940-50 +4.8 per cent —24.4 per cent 


* These proportions, with coefficients of quartile deviation of individual county data in 
parenthesis, were: 1930, 59.21 per cent (.097); 1940, 57.60 per cent (.120); and 1950, 51.15 
(.100). The year to year stability of measures of population composition justify the use of 
1940 data for intercensal population comparisons despite the fact that it was an unemploy- 
ment year. 
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startling differences in interdecade rates for whites, going from +14.47 per cent 
for 1930-40 to + 49.95 per cent for 1940-50, a rate increased three-fold. Non- 
farm nonwhites, on the other hand, showed virtually no rate change (1930-40, 
+28.10 per cent; 1940-50, + 28.71 per cent). Although it is obvious that the 
area’s nonfarm 1940-50 job opportunities opened up much more for whites 
than nonwhites, part of the difference is illusory. The 1930-40 rates of popula- 
tion change, both farm and nonfarm, reflect a movement by sharecroppers 
from farm to rural-nonfarm residence, sometimes with little change of actual 
residence, brought about by the “tractoring off” of croppers during that decade. 
Thus the 1930-40 nonfarm rate of increase is somewhat overstated, especially 
for nonwhites, and the nonwhite farm change for 1930-40 may, in a real sense, 
have actually increased. Despite this influence, however, it is clear that whites 
were better able to avail themselves of agricultural farm opportunities during 
depression, and of the area’s nonfarm opportunities during full employment. 
Nonwhites, although apparently benefiting from the area’s nonfarm job op- 
portunities in both decades, benefited primarily from urban full employment job 
opportunities which were outside the area. 

Although nonwhites continued to be the racially predominant group through- 
out the period, there are remarkable differences with respect to residential 
sector. Whites have predominated in the nonfarm sector with very little net 
change in racial proportion over the twenty years (1930, 40.64 per cent non- 
white; 1950, 39.67 per cent nonwhite), despite a slight rise in 1940 (43.38 per 
cent). On the other hand, the farm sector continued as a predominantly non- 
white area. There was a remarkable drop in the nonwhite proportion over the 
full employment decade (1940, 68.94 per cent; 1950, 60.65 per cent), but the 
1930 proportion had been only slightly greater (71.68 per cent) than that for 
1940. Thus the influence of full employment has been to make farm and non- 
farm areas more alike in racial composition, largely as a consequence of the 
migration of farm nonwhites to urban centers outside the area. 

Age selectivities. This area demonstrated the nationally experienced large 
increase in birth rates during the full employment period. If we consider the 
increase in the numbers of children in the age category under 5, the area’s 
1930—40 increase was 4.41 per cent, but for 1940—50 there was a tenfold rate in- 
crease to 47.36 per cent. Both racial groups were responsive, but the effect of full 
employment was greater upon the white component. Thus during 1930-40, there 
was a small white decline (0.25 per cent), but for 1940-50, the rate was +63.91 
per cent. The nonwhite rate was +8.00 per cent during 1930—40, but the rate for 
1940-50 (+36.61 per cent), although large, was only about one half of the white 
rate. 

Viewed by sectors, the responsiveness of this childhood age group to full 
employment was much greater in the nonfarm sector which showed in 1930—40 
a 10.68 per cent increase, and during 1940-50 a more than twelve fold rate in- 
crease to +125.47 per cent. The farm sector showed only a +1.58 per cent rate 
for 1930-40, but the increased rate of change for 1940-50 to +8.93 per cent, was 
far less than that for the nonfarm sector. This difference explains a portion of 





162 FRANK T. BACHMURA 


the racial difference in population change because of the preponderance of non- 
whites in the farm area. In the nonfarm sector, however, the nonwhite rate was 
+116.09 per cent for 1940-50, fairly near the white rate of +132.57 per cent. 

A broader childhood category, under 15, exhibits similar types of selectivities 
as those for the group under 5, with the general tendency for rates of change to 
vary less abruptly over time, and, further, to reveal slightly greater decreases 
than the group under 5 during 1930-40. The post-war baby boom would of 
course have less effect upon this broader category, and, quite possibly, migra- 
tion was more of an influence upon the group aged 5-14 than that under 5. The 
proportion of the total population under 15 constitutes an index of childhood 
dependency. For the total population this index maintained considerable sta- 
bility throughout the period (1930, 31.78 per cent; 1940, 29.19 per cent; 1950, 
32.90 per cent). However, this stability conceals diverse tendencies for the two 
races. For whites there was a steady decline (1930, 31.45 per cent; 1940, 27.54 
per cent; 1950, 24.49 per cent) with a slightly greater decline for 1930-40. For 
nonwhites, the rate was higher in 1930 and moved steadily higher with the 
greatest change between 1940 and 1950 (1930, 31.92 per cent; 1940, 30.40 per 
cent; 36.16 per cent). In addition to reflecting different rates of increase of the 
childhood populations, these proportions reflect racially differing tendencies 
on the part of the adult populations. Fundamentally, the in-movement of white 
adults and the out-movement of nonwhite adults have much to do with these 
differences. An important additional cause appears in the racially different 
replacement indexes. The white index declined from 1.447 to 1.249 between 
1930 and 1940, quite responsive to unemployment conditions, and then increased 
to 1.648 by 1950, highly responsive to full employment. The nonwhite index in- 
creased even during the depression from 1.188 to 1.242, and dramatically during 
full employment to 2.048. Especially for nonwhites, there is an important in- 
fluence contained in the medical and hygienic advances which have materially 
decreased infant and maternal mortality. The impetus given to this index by 
full employment appears in the more rapid increase during 1940-50. The child- 
hood dependency ratio was much higher for the farm sector of the area than for 
the nonfarm sector, a generally recognized phenomenon which places upon 
farm areas the burden of rearing and educating persons who eventually enter 
the nonfarm labor force. My own estimates of the area’s 1950 farm replacement 
indexes show higher values (whites, 1.898; nonwhites, 2.244) than for the total 
population. The fact that these 1950 indexes are considerably above the 1940 
values (whites, 1.502; nonwhites, 1.378) means that a higher future rate of 
off-farm migration will be needed to maintain a given level of farm population 
decrease in this area. Taken together with the entry of nonfarm “baby boom” 
offspring into the area’s nonfarm labor force, these high farm replacement in- 
dexes dim the prognosis of eliminating the area’s farm poverty through out- 
migration, even over a period so long as a generation. 

*Computed from the ratio of the observed fertility ratio to the life table fertility ratio 


for a stable population. I computed the fertility ratios from the ratio of the number of 
children under 5 to the number of females, aged 15-44. 
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To a certain extent the data for the adult components complement those for 
the childhood groups. The two adult age groups considered were “males over 
14” and “females 15-44”. Sizeable rates of increase appeared for both groups 
during 1930-40 (males, +11.81; females, +5.18 per cent). During 1940-50, 
rates of changes were minor (males, +1.03 per cent; females, —1.28 per cent). 
Here again, the racial difference is noteworthy. During the depression years 
white and nonwhite populations increased for males over 14 (whites, +17.54 
per cent; nonwhites, +7.68 per cent), and for females 15-44 (whites, +14.87 
per cent; nonwhites, +3.52 per cent). The full employment decade intensified 
the white rate of increase (males, +20.32 per cent; females +17.77 per cent), 
but reversed the direction for nonwhites (males, —14.33 per cent; females, 
—18.93 per cent). A part of the difference may be explained by differences in the 
farm-nonfarm composition of the two races. For example, the 1940-50 rate of 
decline for nonwhite farm males over 14 (31.01 per cent) was almost double that 
for white (15.82 per cent). Although the difference for females 15-44 was not 
so great (nonwhite, —32.80 per cent; whites, —19.59 per cent), it was still 
considerable. For nonwhites, these rates were not complemented by equivalent 
increases in the nonfarm sector, particularly for the female group 15-44, where 
the rate of increase was only 2.43 per cent for 1940-50, as compared with a 16.76 
per cent increase for nonwhite nonfarm males over 14. This suggests that non- 
white females may be more responsive to long-distance employment oppor- 
tunities than are nonwhite males. 

Rates of county population change and levels of agricultural development. 
Examination of the relationship between rates of population change and levels 
of economic development utilizes rank correlation techniques with county values 
taken as units. The index of agricultural development used is the gross value 
of farm products per farm worker (rural-farm male over 14). Table 1 (columns 
2, 3, and 4) displays the results of rank correlation analysis of county levels of 
agricultural development and county rates of population change.’ Statistically 
significant relationships appear for 1940-50 but not for 1930-40, tending to 
confirm intercensal selectivity. The statistically significant relationships shown 
indicate that counties with the highest levels of agricultural development in 
1950 tended to increase population at the fastest rate. There was, however, a 
racial selectivity in this movement, in that it was the white population which 
tended to increase in relationship to levels of agricultural development. For 
nonwhites, such a relationship was absent in both decades. 

Sector-specific rates of change*® further delineate the pattern of population 
adjustment in the two decades. For the total farm population, there was no 
significant relationship to county levels of agricultural development for either 
decade. Race-specific rates of change, however, indicate statistically significant 
relationships, which are opposite in direction for the two races. Rates of county 


* All rankings are based upon algebraic, not numerical, values. That is the county with the 
greatest positive (or smallest negative) value would always be ranked in first place; the 
county with the smallest positive (or greatest negative) value would rank in last place. 

* The rates of change for a particular residential sector—farm or nonfarm. 
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TABLE 1 


RANK CORRELATION COEFFICIENTS (rho) OF POPULATION ADJUSTMENT DATA AND INDEXES 
OF AGRICULTURAL AND INDUSTRIAL DEVELOPMENT, COUNTY DATA, CURRENT YEARS 
(Asterisks indicate statistically significant relationships at the 95 per cent 
level (*) or the 99 per cent level (**).) 





Gross Value of Farm Products Per Farm | Value Added by Manufacture Per 
Item Correlated with Respective | Capita 

! 

] 


Column Heading, Current Year 





1930 imo) 1950 1930 | 140 





Rates of Population 
Change: 
All Sectors 
All Races 1930-40 
1940-50 
White 1930-40 
1940-50 
Nonwhite 1930-40 
1940-50 
Farm 
All Races 1930-40 .166 
1940-50 
White 1930-40 .246 
1940-50 
Nonwhite 1930-40 .457* | 
1940-50 


pe Seek Ss 
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.546** 
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Nonfarm 
All Races 1930-40 .008 
1940-50 


041 
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-050 
.431* 
-012 
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-414* | 





263 | 
.545** | —.089 | 
.432* | +.491** | 


1940-50 | 
Nonwhite 1930-40 .377* 
1940-50 


+++ 144+ 


| 
| 
White 1930-40 217 | —.334 080 
| 
| 





Sources: United States Census, 1930, 1940, and 1950, Population and Agriculture. United 
States Census, 1930, 1940, and 1947, Manufacturing. 


increase of farm whites tended to be largest in the agriculturally underdeveloped 
counties. For nonwhites, rates of county decrease of farm population tended to 
be greatest in the agriculturally developed counties—a disequilibrating in- 
fluence with respect to agricultural incomes among counties. Moreover, there 
was no indication that this disequilibrating influence was a consequence of full 
employment in urban centers, since a similar relationship appeared for non- 
whites in 1930-40. The inference is that this disequilibrating influence reflects 
basic conditions rather than simply the effect of full employment. On the other 
hand, full employment did produce equilibrating movements for farm whites, 
something which did not oecur during the thirties. With respect to the total 
farm population, county movements were nonequilibrating, rather than equili- 
brating or disequilibrating, in both decades. These movements vindicate an 
economic policy of full employment as useful both in increasing farm incomes 
and contributing no more to county agricultural income disparities than condi- 
tions of less than full employment. 
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County rates of nonfarm population change correlated significantly with 
levels of agricultural development, with intercensal selectivity appearing in the 
form of opposite directions of correlation. The influence of full employment 
stimulated most rapid rates of increase of nonfarm population in the agri- 
culturally developed counties. Both racial groups responded in this way. During 
the depression decade, however, the agriculturally most developed counties were 
those which tended to increase nonfarm population least, especially for non- 
whites. 

Rates of county population change and levels of industrial development. 
Table 1 (columns 5, 6, and 7) also displays rank correlation coefficients between 
county rates of population change and county levels of industrial development, 
the latter measured by value added by manufacture per capita. The intercensal 
pattern of change serves to dramatize the influence of full employment. It im- 
plies that even though migrants tend to go to nonfarm centers during depression, 
they do so in insufficient numbers to counteract effects of natural increase. Thus, 
with respect to all categories shown not a single significant relationship appears 
for 1930-40. For the full employment decade, however, there were a large 
number of statistically significant relationships, thus affirming intercensal selec- 
tivity. With respect to the total population, including both racial groups, popu- 
lations of the industrially developed counties increased most rapidly during 
the forties. To a certain degree, this complemented a situation in which farm 
populations tended to decrease most rapidly in the industrially developed 
counties. For whites, however, there was no significant relationship in county 
farm population changes and the level of industrial development. Nonfarm 
county population changes apparently were unrelated to levels of industrial 
development in either decade except for whites during 1940-50. 

Over-all county population adjustment must be regarded as equilibrating 
with respect to industrial development during the full employment decade. 
Negative relationships with respect to farm population changes reflect a tendency 
for the farm population to decline most rapidly near centers of industrial de- 
velopment, tending to confirm an urban-industrial theory of economic growth.® 

Rates of county population change by age category and levels of economic 
development. Both indexes of county economic development, agricultural de- 
velopment and industrial development, indicate clear intercensal selectivity for 
the age-sex specific categories of population change. I considered four age-sex 
categories, “under 5,” “under 15,” “males over 14 (the male labor force) ,” and 
“females 15-44 (the female reproductive force).” Including the racial and 
sectoral subclassifications for each of the three census years for which data are 
available, I computed more than one hundred rank correlation coefficients for 
each index of county economic development. With respect to county agricultural 
development, there were only four or five statistically significant relationships 
relating to the 1930-40 decade; for 1940-50, there were about as many sta- 
tistically significant relationships as there were nonsignificant ones. With re- 
spect to county industrial development, the 1930-40 rates of change were almost 

°*T. W. Schultz, “Reflections on Poverty within Agriculture”, Journal of Political 
Economy, February 1950, LVIII, pp. 1-15. 
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without exception statistically nonsignificant, but for 1940-50 these relation- 
ships were frequently statistically significant. 

The pattern for the relationship of county rates of change for the two child- 
hood groups is remarkably similar. For 1940-50 there was a generally sig- 
nificant positive association between the level of either agricultural or industrial 
development and the rate of childhood population change. For 1930-40, these 
relationships were negative and usually nonsignificant. Full employment on the 
other hand, tended to significantly stimulate increases in the number of chil- 
dren most in both the industrially and agriculturally developed counties. This 
was true for both racial components. For the farm sector, however, this rela- 
tionship held only for farm whites, and then only with respect to the agri- 
cultural index. Although this equilibrating tendency failed to appear for farm 
nonwhite children, the full employment relationship for white farm children 
is in the proper direction for income-equilibration with the agriculturally most 
developed counties experiencing the greatest rate of increase in the number of 
children. The nonfarm sector clearly showed the reversal from a negative re- 
lationship (significantly so with respect to the agricultural index) for the de- 
pression decade to a significant positive relationship for 1940-50. 

Changes in the county sizes of the male labor force also reflect the pattern of 
full employment with only three significant relationships appearing for the 
agricultural index (all with respect to the nonfarm sector) and only one with 
respect to the industrial index. This age-sex group increased most significantly 
during 1940-50 in the industrially developed counties, and, then for whites only. 
With respect to the agricultural index, the 1940-50 relationship was nonsignifi- 
cant for the total population, but showed opposite directions for the two races. 
Whites tended to increase most (or decrease least) rapidly in the agriculturally 
developed counties, but nonwhites tended to decrease most rapidly in these 
counties. Because of the predominance of nonwhites in the farm sector, the 
significant relationships, appearing only for 1940-50, were negative in direction, 
with respect to both the agricultural and industrial indexes. Farm whites, how- 
ever, displayed a positive tendency. The nonfarm sector, swung from a sig- 
nificant negative relationship for 1930, to a significant positive one for 1940-50. 
In this case, both race groups showed a positive relationship—a contrast with 
the farm sector. With respect to the industrial index, there was no clear inter- 
censal relationship for the nonfarm male labor force. 

Adjustments of the female reproductive force display about the same pattern 
as that for the male labor force. The intercensal selectivity of change is obvious. 
In the overall pattern, however, there are one or two important differences. In 
the first place, changes for the adult female group of farm whites contrasts with 
that for white farm males. During the forties there was a tendency for the farm 
women to leave the agriculturally advanced counties more rapidly than the re- 
tarded counties. This is the direct opposite of the tendency for white farm males, 
and suggests that nonfarm opportunities for these women were relatively more 
attractive than farm opportunities as compared with the men. The real question 
appears to lie in the explanation of the positive relationship shown for the 
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white farm labor force. Probably this can be explained by the shift of technology 
in the advanced counties that requires higher levels of education and experi- 
ence in the use of machinery, which suggests a substitution of white for nonwhite 
farm labor. For white farm females, however, nonfarm opportunities apparently 
proved superior, particularly for farm women in the agriculturally advanced 
counties. The second difference between the male and female pattern appears for 
nonfarm nonwhites. In this case the difference is of less importance, since 
correlation coefficients for both sexes are positive. In the case of females, how- 
ever, they are nonsignificant at the 95 per cent level. Very likely, this reflects 
the rather small increases in nonfarm adult females throughout the area during 
the forties relative to nonfarm adult males, implying sexually selective migra- 
tion rates to distant employment centers. Actually the nonwhite nonfarm male 
labor force category shows the single significant relationship to the agricultural 
or industrial indexes for the thirties, and indicates that while the nonwhite male 
labor force during the depression tended to increase most rapidly in the in- 
dustrially developed counties, this tendency has disappeared by the forties, 
doubtless a consequence of the relative attractiveness of distant employment 
centers. For adult nonfarm whites, both male and female, full employment 
brought with it the encouragement to move to local centers. 

County demographic characteristics and agricultural development. Table 2 
(columns 2, 3, and 4) exhibits rank correlation coefficients summarizing relation- 
ships of county demographic characteristics and levels of agricultural pro- 
duction. One of the most interesting results comes from estimates of county 
replacement indexes. It is curious to observe that only in 1950 does a significant 
positive relationship appear. In that year the white farm population was tend- 
ing to replace itself most rapidly in counties of advanced agricultural develop- 
ment, implying that the replacement pattern would be consistent with income- 
equilibration of county agricultural incomes. However, the preponderance of 
nonwhites in farm sectors of the area’s counties, and the absence of a signifi- 
cant relationship for farm nonwhites, prevent this income-equilibrating char- 
acteristic from extending to the farm population as a whole. 

Undoubtedly this positive association of county replacement indexes and 
levels of agricultural income is an outgrowth of full employment conditions, 
in view of the striking contrast between the 1940 and 1950 correlation coefficients. 
For whites, in 1940, there was a nonsignificant relationship. Nonwhites, how- 
ever, had a significantly negative coefficient which means that farm replacement 
indexes were highest in the poorest agricultural counties. The fact that this 
extended to the total farm population is evidence of an income-disequilibrating 
influence in 1940. A similar situation appears to have been true in 1930. Ap- 
parently one of the important consequences of the full employment decade was 
to neutralize this disequilibrating influence of nonwhite farm population re- 
placement and to convert the nonequilibrating tendency of white farm popula- 
tion replacement to one of income-equilibration. 

The full employment decade influence on the all sector population was anala- 
gous to that found in the farm sector. Replacement indexes for each race tended 
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TABLE 2 
RANK CORRELATION COEFFICIENTS (rho) BETWEEN DEMOGRAPHIC MEASURES AND INDEXES 
OF AGRICULTURAL AND INDUSTRIAL DEVELOPMENT, COUNTY DATA, CURRENT YEARS 
(Asterisks indicate statistically significant relationships at the 95 per cent 
level (*) or the 99 per cent level (**).) 





Gross Value of Farm Products Per | Value Added by Manufacture Per 
P Capita 
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Sources: United States Census, 1930, 1940, and 1950, Population and Agriculture. Vital 
Statistics of the United States. United States Census, 1930, 1940, and 1947. Manufacturing. 
Life table data for replacement index computation derived from: 1930, U.S. Bureau of the 
Census, U.S. Abridged Life Tables, 1939, Urban and Rural by Region, Color and Sex. (Wash- 
ington: Government Printing Office, 1943). 1940 and 1950, U.S. Public Health Service, 
State and Regional Life Tables, 1939-41 (Washington: Government Printing Office, 1948). 


to be highest in counties of lowest agricultural development, and even though 
no significant relationship appeared by 1950, there was a considerable change 
away from a highly significant negative relationship in 1940. 

County percentages of nonwhites appear, in some cases, to be related to levels 
of agricultural development. However, no pronounced change appeared as a 
consequence of full employment in the forties. At present, counties with the 
highest nonwhite proportions in the nonfarm sector tend to be those with the 
highest agricultural incomes, an intensification of a relationship first appearing 
with significance in 1940. In 1930, however, the farm sectors of the agriculturally 
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developed counties tended to have the largest proportions of nonwhites. One 
influence of the depression years was to shift many nonwhites to rural-nonfarm 
residence, and this explains some of the change in relationships between 1930 
and 1940. 

County percentages of rural-farm to total population, tended in 1950 to be 
highest in counties of low levels of farm income. This tends to confirm T. W. 
Schultz’ urban-industrial hypothesis!” that agricultural income adjustments 
take place most satisfactorily near urban centers. However, the coefficients for 
the earlier years tend to confirm this hypothesis only for whites (in 1930). In 
all other classifications, only nonsignificant relationships appear. Part of the 
change from 1940-50 can be attributed to the influence of full employment. It 
is possible, however, that the absorption of this area into a local industrial-urban 
complex is a matter of relatively slow historical development. There is, more- 
over, a real possibility that the comparative advantage of much of the areas 
in agriculture may be so great that high farm incomes may ultimately be 
realized without much local industrialization. 

The male proportion of total population, of interest because of the tendency 
for urban centers to attract females in larger number than males, in general, 
failed to correlate with county levels of agricultural income. White farm males 
tended to be in largest proportion in the agriculturally developed counties, re- 
flecting both race and sex selectivity. The negative correlation shown for the 
total population proportion of males, can be interpreted as partial evidence of 
urban development in the agriculturally developed counties. 

County demographic characteristics and industrial development. Table 2 
(columns 5, 6, and 7) summarizes relationship between certain demographic 
characteristics by counties and county levels of industrial development. County 
replacement rates tended to be lowest in industrially developed counties, un- 
doubtedly reflecting the relatively low proportions of farm residents with high 
replacement rates in the more industrial counties. An implication of this 
tendency is that there will be a continued attraction for off-farm migrants to 
urban centers, particularly to the best developed ones. To a certain extent this 
prognosis is dimmed for whites by the nonsignificant relationship appearing for 
whites in 1950, apparently in response to full employment conditions. The 
absence of any significant relationship between the county proportions of 
nonwhites and levels of industrial development is surprising in view of the 
significant relationships appearing with respect to levels of agricultural de- 
velopment. Possibly it indicates that a substantial portion of nonfarm popula- 
tion in the agriculturally developed counties consists of nonwhite rural-nonfarm 
people. The highly significant negative correlation between county levels of 
industrial development and percentage of county populations rural-farm per- 
haps reflects a truism—.e., that manufacturing tends to take place in urban 
settings. Except for 1950, however, this strong relationship provides a striking 
contrast between the area’s county patterns of agricultural and industrial de- 
velopment. The significant relationships between county proportions of males 


* Ibid. 
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and levels of industrial development are negative, and probably reflect the 
selective attraction of female migrants to urban-industrial centers. There was 
some tendency, however, for depression to alter this relationship for both races, 
and even by 1950, no significant relationship appeared for the white component. 
For the farm sector taken alone, no significant relationship appeared in any 
year. 

County age-sex proportions and agricultural development. Table 3 (columns 
2, 3, and 4) exhibits rank correlation coefficients relating county age-sex pro- 
portions and county levels of agricultural development. Naturally, for the prob- 
lem of agricultural poverty, proportions for the farm sector are most important. 
However, relationships for the all sector population have some bearing upon 
this problem. 

The two childhood age groups show about the same pattern of relationship 
between county levels of agricultural development and county proportions in 
either age component. In general, until the period of full employment during 
the forties, there was a tendency for the agriculturally developed counties to 
have the smallest proportions of children. This change must not be attributed 
solely to the effect of full employment, because there was a trend in this direc- 
tion even during the thirties, especially for those under 5. Changing county 
proportions of nonwhites were of some importance in bringing about the change 
in relationship. Even in 1950, there was a strong tendency for proportions of 
nonwhite children under 15 to total nonwhites to be largest in the agriculturally 
poorest counties, although there was in 1950 some slight departure from this 
relationship. On the other hand, there was, until 1950, no significant relation- 
ship between proportions of white children to total whites and levels of agri- 
cultural development. By 1950, changes in white birth rates and in the migration 
pattern brought about a relationship with largest proportions of white children 
appearing in the agriculturally advanced counties. 

The pattern of the relationship for the farm sector differs in some ways from 
that for the total population. The negative relationship evident before 1950 for 
all sector population parallels the relationship for the farm sector. By 1950, 
however, the farm sector proportions swung all the way to a significantly posi- 
tive relationship, 7.e., agriculturally developed counties, rather than undeveloped 
ones, tended to have the largest proportions of children. Clearly from the point 
of view of farm income equilibration with the area, this constituted an ameliora- 
tive tendency. It, however, masks contrary tendencies for the two racial com- 
ponents. Thus, even in 1940, there was a tendency for the agriculturally de- 
veloped counties to have the largest proportions of white farm children. By 
1950, this relationship became highly significant. For nonwhites, the change be- 
tween 1940 and 1950 was one from negative significance to one of nonsignifi- 
cance. While this represents a desirable change it still does not constitute an 
improvement from the point of view of county farm income equalization. An 
important mechanism in the changing of the proportion of children to total 
population in the various counties has been the migration pattern, and since 
the farm sectors of almost all counties lost population, the farm childhood de- 
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pendency ratio has thereby increased. The 1950 incidence of this dependency 
ratio, however, indicates that the counties which can best afford the larger 
numbers of children tend to do so in the farm sector. Readers should continue 
to bear in mind, however, that the average farm income in all of these counties 
is very low as compared with the U. 8. average. 

The agriculturally best developed counties tended to have the largest pro- 
portions of working males, both in the all sector and farm sector classifications, 
until 1950. By that year, the relationship became nonsignificant. This develop- 
ment reflects contrasting racial patterns of change. The all sector nonwhite 
population tending to be largest in the agriculturally developed counties even 
in 1950. Whites, on the other hand, displayed no significant relationship until 
1950, when a highly significant negative relationship appeared. Essentially the 
same pattern appears for the farm sector. 

The female reproductive force proportion did not display the changes in 1950 
shown by the male labor force. Strong positive associations appear in all three 
census years between the female proportion and the level of agricultural de- 
velopment, including both racial components, with some change in tendency 
for the nonwhite group. This general pattern was evident for the farm sector as 
well despite the change in this relationship for nonwhite females. 

County age proportions and industrial development. Table 3 (columns 5, 
6, and 7) displays rank correlation coefficients between levels of industrial de- 
velopment by counties and county age and age-sex proportions. In the case of 
the childhood age groups, no significant relationship appeared between child- 
hood proportions and the level of industrial development so far as the farm 
sector is concerned. The all sector population, however, due largely to the in- 
fluence of the nonwhite component, tended to show a negative relationship. In 
other words, industrially most developed counties tended to have the lowest 
percentages of nonwhite children. Only in 1930 did a similar relationship ap- 
pear for whites for children under 15. In general there was no strong relation- 
ship between the proportions of male adults and the county level of industrial 
development. Such significant relationships as do appear are found only for 
1940. These largely reflect the influence of the nonwhites, and indicate that in 
1940 the industrially developed counties tended to have the largest proportions 
of nonwhite males to total nonwhite population. There is a considerable con- 
trast shown for the female reproductive force’s relationship to county levels of 
industrial development. For that group, the all sector population shows a highly 
significant relationship to county levels of industrial development for every 
category in every year. Inasmuch as there was only a slight tendency for this 
pattern to appear with respect to the farm sector, it very likely reflects the well- 
known tendency for urbanized communities to draw large numbers of women in 
the 15-44 years category. 

Conclusions. In general the findings vindicate a policy of full employment as 
an aid both to improving levels of per worker farm income and of contributing 
little more to average farm income disparities than depression. The role of full 
employment in accelerating industrial development both locally and nationally 
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TABLE 3 
RANK CORRELATION COEFFICIENTS (rho) BETWEEN AGE PROPORTIONS AND INDEXES OF 
AGRICULTURAL AND INDUSTRIAL DEVELOPMENT, COUNTY DATA, CURRENT YEARS 
(Asterisks indicate statistically significant relationships at the 95 per cent 
level (*) or the 99 per cent level (**).) 





Gross Value of Farm Products Per Farm Value Added by Manufacture Per 


Item Correlated with Respective Worker | Capita 
Column Heading Current Year 





1950 








Percentage under 5 
All Sectors 
All Races 
White 
Nonwhite 
Farm 
All Races 
White 
Nonwhite 
Percentage under 15 
All Sectors 
All Races 
White 
Nonwhite ; | —.684°° | 
Farm 
All Races |-. 
White a. .405* 
Nonwhite | —.640** 
Percentage Male Over 14 
All Sectors 
All Races ‘ | +.549** ‘ + .397* .370* 
White | +. 104 | —.556** | +.192 | +.241 
Nonwhite ‘ | +.664** | +.404* | +.466* .418* 
Farm 
All Races ; | +.574** 314 | +.395* =| +.297 
White é 140 || —.810** | —.218 .054 
Nonwhite | +.682** | +.349* | +.343* | +.350* 
Percentage Female 15-44 
All Sectors 
All Races .617** | +.638** .467** | +.570** .643** 
White | +.537** .540** | +.680** | +.612** 677** | 
Nonwhite .657** | +.652** | +.385* | +.658** | +.690** | 
Farm 
All Races .784** | +.694* | +.205 | +.174 | +.349* | 
White } D.a, .532** | +.632** n.a. + .351* | 
Nonwhite Ba, | +.711** | +.113 | Be. .337 








ae Ee 


ees Soe 





Source: United States Census, 1930, 1940, and 1950, Population and Agriculture. 


introduced a dynamic quality to income improvement in the area. In the process 
of stimulating mobility and births, full employment brought out racial, sectoral, 
and age-sex selectivities not apparent during depression. While local oppor- 
tunities for nonfarm employment expanded notably during full employment, 
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higher urban birth rates provided an enlarged potential labor pool in nonfarm 
areas both in this area and nationally. In the future, therefore, a given rate of 
growth of nonfarm jobs will not be able to absorb so large a proportion of 
redundant farm labor. In this area and the South generally, where the full em- 
ployment of the forties and early fifties was not sufficient to absorb local off- 
farm migration, such a development casts a shadow upon future prospects of 
a continuing increase in per worker farm incomes even given continuous full 
urban employment. 





THE TEXTILE CYCLE: CHARACTERISTICS AND 
CONTRIBUTING FACTORS 


T. M. STANBACK, JR. 
New York University 


During the 30 peace-time years since World War I cotton textile output data 
show 13% cycles which have typically been about two years in duration.” 
Similar cycles, with turning points which in most cases agree very closely with 
the cotton textile turns, may also be seen in series for woolen, silk and rayon 
cloth production and for ladies hosiery output. (See Table 1.) 


I. BASIC CHARACTERISTICS OF THE TEXTILE CYCLE 


The four series examined in Table 2 serve to lay bare the basic characteristics 
of the cycle. These series (cotton textile output, mill margins, unfilled orders, 
and inverted unsold mill sticks)* move together closely but at different rates 
of increase and decrease. During expansion, mill margins and output rise and 
stocks are depleted in the face of increasing orders. Orders rise at a much faster 
rate than output, and unfilled orders accumulate. During recession the opposite 
is the case, with new orders falling faster than output so that unfilled orders 
decline sharply. 

In an earlier study I summarized weekly cotton cloth market reports in the 
Wool and Cotton Reporter for the period 1946 to 1952.4 These reports sub- 


stantiated the story as revealed by the four series and added detail on the 
behavior of buyers and sellers as follows: 
The expansion begins with a number of buyers (typically, converters) placing 


* The research upon which this paper is based dealt principally with the cotton broadwoven 
goods branch of textiles which accounts for about 79 per cent of all cloth produced. The 
observations are generally applicable to other textile markets, however, since most of the 
textile branches are closely related, as will be shown below. 

*In marking these cycles I have made use of the criteria employed by the National 
Bureau of Economic Research for identifying peaks and troughs of specific cycles. See Arthur 
F. Burns and Wesley C. Mitchell Measuring Business Cycles (New York, 1946), pp. 56-58. 
These turns are designated by X’s on Chart 1. In addition, peaks and troughs in a number 
of shorter movements (minor subcycles) have been marked with 0’s to assist the reader in 
a part of the subsequent analysis. I have departed from NBER criteria in marking one cotton 
textile cycle, however (expansion June 1924 to December 1925, recession December 1925 to 
May 1926) because the data show clearly that the expansion did not persist during the first 
half of 1926. Moreover, both the mill margin and unfilled orders data indicate a well-defined 
contraction during this period (see Table 2). 

* Mill margins represent the difference in the current market price of a unit of cloth and 
the current market price of the cotton used in its manufacture, including waste in mill 
processing. Mill margins are a much more sensitive series than cloth prices since they provide 
a picture of the cloth price free of the cotton cost element which may fluctauate inde- 
pendently of market conditions. 

*Thomas M. Stanback, Jr., “Short Run Instability in the Cotton Broad Woven Goods 
Industry, 1946-1951" (unpublished Ph.D. dissertation, Duke University, 1954), pp. 187-209, 
323-388. 
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THE TEXTILE CYCLE 


TABLE 1 


DATES OF COTTON TEXTILE CYCLE TURNS AND COMPARATIVE TIMING 
OF OTHER TEXTILE CYCLE TURNS 
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N.A. = data not available. 

X = does not show comparable turn. 

Source: All data compiled from government or trade association sources and adjusted 
for seasonal variations. All dates of turns are specific cycle turns marked according to 
NBER rules except turns identified by ‘‘s.’’ Turns marked “‘s’’ are subcycle turns (turns 
which are less well defined or which may not be marked according to NBER rules because 
of brief duration of phase). See footnote 2 regarding marking of cotton textile output turns. 
Cotton textile output series is cotton consumption at mills. Woolen textile output series 
is apparel wool consumption at mills. 


sizeable orders for future delivery. Trading immediately becomes active. Buyers 
place advance orders because of anticipation of higher prices or out of fear of 
being “caught short.” Further, some sellers (mills acting through selling houses 
or sales offices) aggravate prevailing speculative tendencies by withholding 
yardage and giving the appearance of being “sold out” only to return at a later 











6F Arne 
8h. Avy 
Ly, “dag 
OF, “AON 
of, “3ny 
OF, “Ady 
‘90q] 
zg— : LE, *9°9C 
zo+ “IB 
eg— ‘qdog 
. . “‘Sny 

Avy 
Aine 
"ydag 
eI+ ; 9+ Avy 
£%— ’ e+ “Ivy 
8+ . 0 oun 
II- “ $+ ABW 
a+ ia pick as ez- 20d 
I¢- — — BO oun 
6e+ ‘y Vv ‘Vv ve— ABN 
sII- Jn ane Kegs 29+ 20 
ZII+ ‘v" ‘y’ Vv ve+ ‘uve 
; anes Rob “- 61, “a0 





e 
a} 
Fs 
4 
a 
a 
c 











Sh ah hh oh hh ol 





oe SIN SuIZsIe A II! yndjyn | 

10]. 003307) ool THA oe NCING) , 
opto paige | PID BeHe | aX uoHoy | ' SIN TOD ome ery | COM TY) | amg mete | 

atte | | _woH10) $39015 403107) S1aDIQ WHE NOL) o1323f, 401107) yege=d 

prosuy (+) 3e7T pagan (+) w07107) (-+) Be] seq ysnory = L 
40 (—) pray Be] 40 (—) pray po (~) peat 











‘ avg 
%) epnayday | $y send broeae po s0ant | 


| 





SHO0LS 40 SIGADI GNV SLNAWSAAOW WIOAD 40 AGOLITAWNV NO VLVG GaLV1a4u 
SHOOLS GIOSNO GNV SHACHO GATIIANO ‘SNIDUYNW TIIN NI SNYOL 40 ONINIL GALLVUVANOO GNV SNHOL @IILXEL NOLLOO 40 Salva 


& WIV 








~ 
= 
1S) 
os 
oO 
Ww 
4 
_ 
> 
al 
a 
a) 
a 
<= 
ial 


"SONSSI SNOLIVA ,,SIYBVT-1F{ 9X9], 007}0H,, ‘OINyIWsUT ,SsdINgoRJNURPY 10730H UROLIOUTY Aq poyst{qnd vyep Woy pettdur0s 
SY90}8 P[OSUN PUB SIOPIO PaT[yUN 105 BRC] “UOTYWUBA [BUOSvAS 10J pojsNfpe yep [Ty ‘eo19UTUIOD Jo “ydaq Aq paysijqnd—soros sip 4B UOTY 
-duinsuog 10340 SI satses yndyNo 9I[1}xX9} 109}OH “YAOI U0Z}O9 poystuyUN Jo suOTJONAYSUOD ZT JO BARIDAY OIN4TNOLUDy jo “ydaq ‘Sf e1B BBP 
UIFIVUL [[IUI 19Y}0 TTY “(9E6I “SO1g, puB soduvyy :YIOX MON) 89/1720 Ur sasso'T pun spfo.g ‘Apouusy ‘f¢ usydeyg Wo Bw = B auN0g 
‘asuyd aatjoedses oy} ZutNp saisas oy} JO oNTVA VFBs1VAB JO 
e3vju010d sv oSuByo Suissasdxo pu sat.as yo Jo ywod 04 YAnosj 10 YFAn0I4 OF YRod WOIs aBUBYO FutyNdwWod Aq poinsvow sv epnyzydury ,, 
‘gndyno JUALIN SY9M JO JOQTUNU UI poyeys SY9O4s pyosuN Jo [VAD] , 
6L+ 61+ bI+ ‘ t- c- >— | ‘ady 
s¢— re— 91- | | = I+ (- ++ ABW 
L9+ OF+ I+ 0 ¢- oune 
901 — 69— %e— | te | I+ t+ ‘ady 
6h1+ | lg+ ~ oa i 


, 








(sI—) 68 ABW (sI+) 6g, une Av 
(sI+) 6g. “UBe (60) 8& °99C ‘909 
(9+) 88 ABI (I—) 2& “AON (9—) Le, *9°q ABVWe 
(b+) Ze. “AP (Z—) 2g, “uve (I—) 28 “2° ‘ady, 
(sI—) te, “Bny (0) ¥&. “3deg "ydag 
(sI—) F& ‘BIN (sh+) #e, “Ady Avy 
(0) €&, “99q (sI—) ef ‘99q ‘AON 
(I—) ee. Aine (I+) eg, “3ny Aine 
(0) €& “49a (sI—) €& “494 ‘IV 
(sZ+) 28, “AON (sI—) 2&. “3dag ‘~O 
(9+) €& ($+) 28, “ydeg (Z—) Ze. AVIV Aine 
(0) Te. Aime (e+) Tg. Aine Judy 
(Z—) og Aine (b—) Og, “3deg ‘uve 
(E+) 6%. ° (sI+) 6Z, eune (I—) 6%, ABT ounf, 
(II—) 2% (88+) 8% “AON ($+) 8%. “ABIN ‘AONe 
(G@—) L& (sL—) 9%. “AON (8+) 2z, oune 990s 
(I+) 9%, ounr (60) 9%. ABW Avy 
(sI+) 9%, “uve (60) 8% “99°C ‘00d 
(sI—) ¢Z, “any (sb+) 92, “3dag “ABW 
(s%+) ¢z, oune (s¢+) ¢z, “ady ‘uve 
(P+) FZ (9+) %. ‘99C (I—) #%, eune oun, 
x '. “994 

x £%. “PO 
(6+) #. “94 (I+) €%, eune (0) €Z. ABI £Z. ABs 
(6+) Iz, “3deg (0) 0%. *°9q (L—) 0%. *9°q 1Z. AIM. 
(e+) 02, API (I+) 0% “994 (0) 0%. “uRe 0%. “UBt, 
"[BAY ION BBG ‘[HBAY ION BIVG (0) 61. “2 61. “A¥WNe 





a 
5 
6 
Z 
& 
a 
2 
- 








eee oe ol 








| sun] JWeUNseAU | | 24 = 
qsumy sayeg a109g 3,daq algal came aa jsumny, yndyng anxay, 10305 suIMy 9oAoqng s0ua29j9y quueat as ¢ 





LNGALSAANI AHOLNGANI GNV S@IVS GHOLS LNAIAKLAVdIAd 
‘LOdLOO WILXEL NOLLOO NI SNHUOL 40 ONIWLL GALLVUVANOO GNV SALVG ‘SNUOL @IOAOMNS AONAUAATU AO SALVA 


£ W1TaVL 





CT WBYO 90g) ‘UOIWwLIBA [BUOSveS OJ pojsn pe BIEp [Ty "dnosd Fuisipuvyosoul 10J 918 IBM4SOY *S91048 [|B 10} BIB BBP 91048 JUOUZIBdEp 
IVMOI ‘PIVOG GAIVSOY [VsOpay wWosy VIBp 91048 “Ydaq] ‘ao18UIWIOD Jo “ydoq] Woy ByEp (s][IU 4B UOIYdUINSUOD 404309) yndyno aTIyxaJ, 109309 
“291-991 “dd ‘Z “ON ‘TTA'TX ‘mamay ‘uoog ‘samy ,,‘a01081g puB A1OayT, Ul SejOAOGng UO S9ION,, ‘Youpy “q “Y Wlosy sayep sousIajoy :oo1nN0g 

*"SUIN} JNdygnNo a[1}xX94 107}09 YIM O1B SUOSUUvdWIOD ZUTUTT, f 
‘suiny opoAOGns soUdIEJaI YBIM O18 SUOSIIBdWIOD ZuIUILY, 4 
*s0qUp 9[9A9 dOUBIIJOY YAAN 0} puodsaii09 YOY sozep dUdIEJOY , 








saleg a104g “ydaq 
‘suin} Zurmioju0d jo “ON 
qyUOUI}SOA 
-uy AloyuaAuy 91039 “ydaq 
‘suing Zurmmso0jyu0d jo “ON 
FO6I-OZ6I ‘suing yndgno 9114 
-X9} 003}09 sUIIyON"ed JO “ON 
SYJUOU fF SBV] IO spva] jo ON 
ynd4yno af1}x9}4 009409 
‘suin} Zuimsojyuoyg jo “ON 
sUIN} dUdIIJOI 
RF epAoqng eulnjesoved jo ‘on 








(sb—) #9. (p—-) 1 ° Av ‘any, 
(s€—) €& * (Z—) €&. * eunr Aine, 
e(ZI—) 1S (Z—) Ig, “3deg ‘ady eune 
(s@—) 1% ° (Z—) OS. ° “IV qeq 
(0) 6%. (9—) 6% * Aine 190. 
(G+) 8h (¥—) 8h ° Avy "AON 
(sII—) OF (9-) Lh ° "ydag Ly. Arne 
(s8—) OF ° (b—) oF A “AON ly, “ue 
(sI+) SF * (b+) Gh * ‘Sny Ch. "PO. 
(I+) OF. ‘ady OF, [dy 
(€—) 68, “9d 6g, “AON 





ay EE Ay EH Ay EY Ay ES 

















180 T. M. STANBACK, JR. 


time. Under such conditions mill margins rise, and mills book an increasing 
volume of orders for future delivery. The expansion ends with buyers’ inven- 
tories heavy and sellers well “booked” for cloth to be delivered over a period 
several months in the future. 

During the early recession phase, buyers, with a large volume of cloth on hand 
and on order, find no need to place now orders; and sellers, with unfilled con- 
tracts on their books, withdraw from the market and maintain quotients at 
previous levels. Gradually, as old orders are filled prices begin to weaken. Buyers 
act upon anticipations of further price declines and adopt a hand to mouth pur- 
chasing policy. Mills curtail output, in some cases quite sharply, but there is still 
production to stock, which buyers take to be a sign that the market will weaken 
further. The recession continues until mill margins have declined to minimum 
levels based on costs and until some stimulus sparks a new trading movement. 


II. SENSITIVITY OF TEXTILES TO EXTERNAL CYCLICAL FORCES 


New evidence on cyclical forces in the economy at large indicates that these 
fluctuations are part of a still larger pattern of short period movements. Within 
the past year Dr. Ruth Mack of the National Bureau of Economic Research has 
published a first report on subeycles. Using a variety of series covering physical 
output (both capital goods and consumers’ goods), selected sensitive prices, and 
financial data, she has marked twenty-three intervals during the past eighty 
years when substantial reversals or cessations in phases of the forty months 
business cycle have occurred.’ Peaks and troughs in these “counterphases” 
(phases in which the series were typically moving against the business cycle 
tide) together with turns which correspond to the National Bureau of Economic 
Research business cycle reference dates provide a full reference chronology of 
business fluctuations. Measured against this chronology the textile fluctuations 
show a very high degree of conformity. Of the 36 peace-time reference phases 
occurring since 1919 only one cannot be matched by a similar movement in 
cotton textile output, and only four turns lead or lag by more than four months 
(Table 3).® 


* Dr. Mack sees subcycles as the result of over- and underbuying of materials deriving 
from much smaller fluctuations in final consumer buying. Subcycles in various industries 
tend to synchronize because of “the tendency for buying proper and particularly rates of 
change in buying—of a wide variety of finished consumers goods to move together in sub- 
cyclical rhythms” and because “the pattern of buying at the finished stage may reappear 
virtually instantaneously at any or all earlier stages....” Ruth P. Mack, “Notes on Sub- 
cycles in Theory and Practice,” American Economic Review, XLVII, Number 2, p. 171. 
For a detailed analysis of the mechanism of transmission of the fluctuations in the rate of 
consumer buying see Ruth P. Mack and Viktor Zarnowitz, “Cause and Consequence of 
Changes in Retailers’ Buying,” to appear in an early issue of the American Economic Review. 

°In making this comparison with the subcycle reference chronology, minor subcycle turns 
(identified by “s” in Table 3) as well as specific cycle turns in the cotton textile output series 
have been included. The reader may examine these cyclical movements in Chart 1. 
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Further evidence of the degree to which textile cycles occur in tempo with 
cyclical forces elsewhere in the economy may be seen by comparison of textile 
cycles with movements in investment in department store inventories.? Month 
to month changes in these stocks and data for cotton textile output are pre- 
sented in Chart I, and timing comparisons are given in Table 3. Every specific 
cycle turn in the cotton textile series may be matched by a similar turn in de- 
partment store inventory investment from 1920 to 1923 and from 1930 to 1954 
(the war years excluded). During the period 1924 to 1929 department store 
inventory investment was subject to relatively small fluctuations, and the cor- 
respondence is less close though not unimpressive. The reader will note that 
during both the inter-war and postwar years minor subcycle turns (marked by 
O’s) in the textile series are matched by either minor subcycle turns or specific 
cycle turns in department store inventory investment. 

Timing comparisons are also given for department store sales but with quite 
different results. The department store sales series moves very sluggishly, 
missing some of the textile turns and displaying no consistent tendency to lead 
or lag textile turns when cycles in sales do occur. This behavior suggests that 
changes in stocks are not simple mechanical reflections of sales, but involve 
periodic changes in the rate of purchasing. 

What conclusions are justified by these comparisons? Department stores are 
important outlets for household textile products, but they alone do not account 
for a majority of the final sales of textile products. Nevertheless, the close agree- 
ment in the timing of turns in these series is highly suggestive. If textile output 
moves in close conformity to the overall subcycle reference chronology as well 
as to inventory investment movements for the important department store re- 
tailing group, it would seem likely that similar movements occur in inventories 
elsewhere in the economy and that the stimulus for textile movements derives 
from a generalized fluctuation in demand. 

The unique characteristic of the textile industry, however, is not that it de- 
velops short period movements but that it develops them more consistently than 
any other industry and, moreover, that the amplitude of these fluctuations is 
very large in relation to amplitude of fluctuations in end-use demand. In a study 
of diffusion in specific cycles Burns and Mitchell traced the occurrence of 
specific cycle turns in ten industry employment series month by month from 
1919 to 1939.* The textile group show 17 turns, leather 13 turns, and among the 
remaining eight none showed more than eleven turns. The National Bureau of 
Economic Research files reveal that the amplitude of the textile fluctuations is 
larger than that of any but the heavy durables. On the other hand, such informa- 
tion as could be procured on end-use demand (a Department of Commerce 
study on income sensitivity of various types of retail products) indicates that 


*It would have been desirable to analyze other sales and inventory series representative 
of textile merchandising, but the Federal Reserve Board data are the only such materials 
available for both the interwar and postwar periods. 

* Arthur F. Burns and Wesley C. Mitchell, op. cit., pp. 68-69. 
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the ultimate demand for textile products is not unusually sensitive to cyclical 
forces.® 

In short, the industry appears as highly sensitive to cyclical stimuli abroad 
in the economy and tends to show well developed cycles at two to three year 
intervals in spite of relatively insensitive end-use demand. 

In the remaining sections of this paper the manner in which market structure 
and overcapacity contribute to a high degree of instability is analyzed. Follow- 
ing this, certain recent trends in the industry are noted and their implications 
for future cyclical sensitivity discussed. 


Ill. FACTORS CONTRIBUTING TO INSTABILITY 


Competitive Market a Prerequisite 


A competitive market structure is a necessary condition for inherent sensi- 
tivity to short-lived speculative market forces: buyers can have recurrent specu- 
lative anticipations only in competitive markets where prices are flexible, not 
in monopolistic or imperfectly competitive markets where prices are adminis- 
tered and sticky. 

The over-all structure of the textile markets, though complex, fulfills this 
basic requirement, the competitive characteristics deriving largely from the 
prominent role played by the gray goods markets.’® These markets are highly 
competitive for several reasons:'! 1) Standardized constructions of cloth make 


* This study prepared by Clement Winston and Mabe! A. Smith measured sensitivity of 
a variety of personal consumption expenditure items to changes in Disposable Personal 
Income. A coefficient of 1 for a specified commodity or service indicated that changes in 
expenditure for the item. were proportionate to changes in aggregate disposable personal 
income. Both of the two items indicative of textile consumption, semi-durable housefurnish- 
ings and clothing and accessories except footwear, had coefficients of 1.1. For purposes of 
comparison the following coefficients are listed: radios, phonographs and records 2.5, New 
cars and used cars 2.0, jewelry and watches 18, furniture 1.6, shoes and other footwear 8, 
drug preparations and sundries. 6. Clement Winston and Mable A. Smith, “Income Sensi- 
tivity of Consumption Expenditures,” Survey of Current Business, January 1950, pp. 17-20. 
For purposes of evaluating the above it is useful to know that household products and 
apparel provide 70 percent or more of the demand for cotton textiles, industrial uses 30 
percent. National Cotton Council of America, Cotton Counts Its Customers (Memphis: 
National Cotton Council of America, 1949), pp. 5-16. 

*” Approximately 70 per cent of the total yardage of cotton broadwoven goods is produced 
in the form of gray goods (unfinished, unbleached fabric) of which a large part is sold by 
the mills without further processing. As late as 1948 it was estimated that more than one 
half of all cotton cloth produced was sold in the unfinished form. Stanback, op. cit., p. 57. 

“A tabulation was prepared of the number and size of mills producing in each fabric 
market for the year 1947, based on information contained in Davison’s Textile Blue Book and 
other sources. This study provides the basis for the statements in this and the following 
paragraphs, ibid., pp. 26-39. No similar study has been made for the period since 1947, but 
a list of merger acquisitions from 1953 through 1955 is available (A Study of the Antitrust 
Laws, Hearings before Sub-Committee on Antitrust and Monopoly, Senate Judiciary Com- 
mittee, 84th Congress, Ist Session, 1955, Part 2, pp. 783-786) which readily reveals that 
acquisitions have served principally to diversify companies’ product lines rather than to in- 
crease seller power in a given fabric market. 
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for product homogeneity. 2) In most markets there are large numbers of buyers 
and sellers. 3) In markets where there are not large numbers of sellers there 
are potentially large numbers of sellers because of the ease with which producers 
can shift spindles and looms from constructions of similar weight and thread 
count. 4) The various fabrics are so competitive in many end-uses that imper- 
fections in markets are quickly broken down through ease of substitution. 

On the other hand, the yarn dyed and mill finished fabric markets are less 
competitive. Requirements of special weaving and dyeing equipment prevent 
easy entry, and some markets show substantial concentrations of capacity. 
Nevertheless, close fabric rivalry substantially reduces seller power in most 
cases; and where fabric substitution is not a factor (e.g., bed sheets, towels) the 
great buying power of chain and institutional customers is effectively set against 
the large mill selling house. 

So far as I am able to observe, the structure of synthetic and woolens markets 
is essentially the same. In addition, all the textile branches are effectively linked 
by possibilities of substitution among many of their fabrics as well as by a 
common institutional milieu and a common set of business expectations. 


Effect of Market Structure: A Special Case of Competition 


Although a competitive market structure is a necessary condition for the 
recurrent development of speculative buying movements it is by no means a 
sufficient condition, and the usual analysis of pricing under conditions of pure 
competition reveals no tendency for the development of such movements. The 


task of the following analysis, therefore, is to demonstrate that there may be 
inherent tendencies for speculative buying movements to develop in competitive 
markets under certain conditions, movements which will carry price and out- 
put above the equilibrium levels dictated by underlying consumer demand and 
which will result in subsequent periods of adjustment (recession). These con- 
ditions are as follows: (1) There is one-sided speculation (1io futures market for 
cloth exists). (2) Buyers (principally converters) are monopolistic competitors 
in their own selling markets. (3) Manufacturers sell not only goods which have 
already been produced but also make sales contracts for goods which will be 
produced during future months. 

This special case is offered as a relevant model for explaining how market 
structure may render the industry susceptible to recurrent buying movements. 
The analysis is not presented as a complete theory of the cycle, for no explana- 
tion is given of the “starters” which set off buying movements or of the exact 
combination of forces which bring them to a close. The tendency toward over- 
buying is presented only as an important factor contributing to instability. 

Significance of the absence of a futures market (one-sided speculation). 
Where there is no futures market, as in the case of textiles, a set of conditions 
will prevail under which price and output movements are not limited to changes 
necessary to establish short run equilibrium. Should there be a division of 
opinion among buyers of cloth regarding future prospects, pessimistic buyers 
can do nothing to give expression to their anticipations other than to stand aside 
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from the market; therefore, highly optimistic anticipations on the part of a 
portion of the buyers will result in a greater tendency for the demand curve to 
shift to the right than would be the case where a futures market exists. This is 
in sharp contrast to the situation which would obtain if there were two-sided 
speculation, for with a futures market individuals who believed the product had 
become over-priced would not need to stand aside from the market but would 
enter and sell short, and such action in turn would reduce the price or sharply 
depress the upward movement.!* 

Significance of the assumption that buyers are monopolistic competitors. 
Monopolistic competitors, unlike pure competitors may base much of their 
market strength upon customer relations, a fact which will make them vulner- 
able to buying movements under certain conditions. Should they at any time 
be unable to supply customers, the demand for their products may be damaged 
for an extended period of time (7.e., there is a “cost” incurred when the monopo- 
listic competitor is “caught short” of stocks), and, consequently, any risk of 
being caught without goods will be given great weight. This would appear to be 
a reasonably accurate description of the market position of major gray goods 
buyers (e.g., convertors, coated fabric producers) in their own selling markets. 

Significance of the assumption that sales are made on a contract basis. Thus 
far the discussion has been based upon the assumption that only goods which 
have already been produced are sold in the market place. Such an assumption is 
implicit in all competitive theory even though such a selling arrangement may 
not be the most important one found in actual markets. In the industry under 


study, contracts for future delivery of goods are by far the most important 
method of trading, although transactions in produced goods do take place in 
considerable volume. 

The significance of the assumption that sales are made on a contract basis 
calling for future delivery is that such sales permit trading to be projected into 
the future during speculative buying movements. Optimistic cloth buyers, an- 


2 Pure competition with two-sided speculation (a futures market). Essentially, the role 
of a futures market is to provide a maximum opportunity for every individual in the 
market—buyer, seller or speculator—to give expression to his anticipations regarding future 
price movements by making futures contracts, contracts for sale and purchase of a standard 
commodity to be delivered in certain future months. These contracts are made continuously 
in a central market so that any individual anticipating a price increase may not only hold 
existing stocks off the present market in order to sell them at a later date or buy existing 
goods to hold until such a date but may also make a futures contract to accept delivery 
of goods at the future date (i.e., may buy “futures”) if such contract price is below the 
price which he anticipates will prevail at that date. Conversely, any individual ‘anticipating 
a price decrease may not only express such anticipations by selling existing’ stocks, but 
may also make a contract to deliver goods at that future date (i.e., may sell “futures” 
if such contract price is above the price which he anticipates will prevail. This type of 
arrangement will not necessarily result in a perfect adjustment of prices and output to 
changing demand conditions, but any imperfections which do occur in the adjustment 
may be expected to arise out of human error in making anticipations. Under two-sided 
speculation, neither optimistic nor pessimistic anticipations alone may dominate the market 
and thereby bring about excessive and perverse adjustments in output. 
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ticipating increases in prices, are not limited to purchasing goods currently 
available but may buy the future output of sellers. 

As shown previously the buying movement begins when a number of buyers 
cease buying on a fill-in order basis and make contracts with sellers for their 
output of the months ahead. Such orders are placed not only to provide for 
anticipated sales requirements but also in order to accumulate inventories. It 
is at this point that any buyer who is a monopolistic competitor in his selling 
market faces a situation which predetermines his decision: contracts are being 
made in the market for much, perhaps all (he has no way of knowing) of the 
sellers’ output for a number of months in the future. He must “cover” at least 
a portion of his needs to assure himself of goods to meet customers’ require- 
ments, even though he may consider prices to be too high in the light of basic 
consumer demand or costs. 

It is impossible to state how strong or weak the buyer’s demand will be. It 
may only be concluded that a force has been exerted which, on balance, makes 
for a much stronger total demand than could have occurred in the case in which 
the skeptical buyer could stand aside from engaging in a buying movement, 
incurring only the risk of the price moving against him but not the risk of finding 
himself without goods to fill his customers’ orders. 

In this modified case of competition a situation exists which would appear to 
render an industry susceptible to the development of buying movements. Any 
anticipation of an increase in demand will cause speculative buyers to attempt 
to build up inventories, and such buying will be unchecked by two-sided specu- 
lation. Further, since buying extends into future months, buyers who are monop- 
olistic competitors in their own selling markets will see their supplies being 
closed out by more optimistic buyers and will be forced to step in and buy. 

If, as the market reports indicate, sellers deliberately hold part of their future 
month’s output off the market, the situation is aggravated. Supply curves are 
shifted to the left and reticent buyers are presented with what appears to be 
additional evidence that they should “cover.” 

The upper limits of any buying movement which occurs under such conditions 
may be stated only in a general way: As the buying movement proceeds and 
prices rise, sellers will offer for sale more and more of their planned future out- 
put. Buyers, on their side, will curtail buying as their inventories on hand and 
on order give them increasing assurance of protecting customer relationships. 
In general, the end of a buying movement will find all buyers with heavy in- 
ventories on hand and with large contracts for future delivery running well into 
the future. 


The Role of Overcapacity™ 


At first glance it would appear that excess capacity would be inconsistent 
with the occurrence of speculative buying movements since such a condition 


™* The term overcapacity is used here in the orthodox theoretical sense: The number of 
firms in the industry is such that under average demand conditions market price does not 
provide enterpreneurs a going return on investment. 
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would be expected to bring depressed prices and a highly elastic short run 
supply schedule.’* Yet the entire history of the industry’s instability has oc- 
curred under conditions of overcapacity and long run disequilibrium.'® The 
explanation of the paradox lies in the fact that a technical capacity which is 
excessive as long as purchases proceed on a hand to mouth basis may become 
inadequate when through efforts of buyers to provide themselves with inven- 
tories the consumption needs of an extended period are compressed into a much 
shorter period of time. The data in Table 3 show very clearly that this is what 
occurs: Orders rise faster than sales, and order periods are lengthened. Supply 
elasticities are not infinitely large, and mill margins rise sensitively during 
buying movements. 

I suggest that the existence of overcapacity is not only consistent with the 
occurrence of speculative movements but is a facilitating condition. The elimi- 
nation of excess capacity would reduce the output flexibility of the mills and 
by so doing reduce the short run supply elasticity, with the result that incipient 
buying movements would be met by sharp price increase. Under such conditions 
there would not be the same incentive for buyers to stockpile goods as has 
hitherto been the case. 

Perhaps a more important point is that the existence of overcapacity serves 
to limit the duration of buying movements. Since supply is readily expansible, 
buyers’ current and projected requirements are provided for out of rapidly 
rising output in a relatively short period, and the trading movement is con- 
cluded only to be followed by a period of retrenchment.'* The above suggests an 


explanation of the short duration of the textile cycle and of its high conformity 
to subeycles: the expansion is brief because of the supply conditions which ac- 
company overcapacity, and the recession which follows quickly reaches the 
stage in which prices are depressed and orders are placed on a fill-in basis. At 
this point the industry is sensitive to any forces in the economy which would 
influence buyers’ anticipations in an optimistic manner. 


IV. RECENT TRENDS 


Since World War II cycles in textile output have been less severe. This, of 
course, has been true of cycles elsewhere in the economy, but it would appear 


“ There is impressive evidence that the marginal cost curve of a textile plant is highly 
elastic: textile plants vary output by varying the operating days of the week, not by varying 
the number of shifts or men per machine. Excess capacity would tend to aggravate this 
tendency. 

* The history of the textile industry since 1919 has been a classic demonstration of move- 
ments toward long run equilibrium under conditions of overcapacity accompanied by a 
series of historical accidents serving to restore the condition of overcapacity. These his- 
torical accidents have been the development of textile manufacturing in the South, the 
discovery of the practicability of the second shift, the development of the rival rayon and 
synthetics textile branch, the stimulus to increased capacity after World War II, and the 
discovery of the practicability of the third shift. 

** Hickman suggested this point in an earlier study. Bert G. Hickman, Cyclical Fluctuations 
in the Cotton Textile Industry (unpublished Ph.D. dissertation, University of California 
at Berkeley, 1951), pp. 104-105. 
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that the recent trend in textiles has been at least partially based on internal 
developments which give promise of a lessened sensitivity to cyclical forces: 

A. Control of stocks. Mills’ stocks have been smaller postwar than prewar at 
both eyele peaks and troughs (see Table 3). This closer control of stocks reduces 
one of the depressive forces upon customers’ demand during recessions. 

B. Market structure and manufacturers’ product policy. Recent integration 
may be regarded as a favorable factor reducing the industry’s susceptibility to 
cyclical influences. Although the major result of post-war integration has been 
to put the integrated firms into additional fabric markets rather than to increase 
their control over any one market, there has probably been some increase in 
concentration, and there has been a new emphasis on production of distinctive 
fabrics accompanied by branding and highly skillful promotional activities. If 
there are no production economies in these great mergers there are certainly 
important marketing and promotional economies, and these serve to increase 
the importance of the mill-finished markets at the expense of the highly com- 
petitive gray goods markets. 

C. Overcapacity. Recently the industry has given evidence of approaching 
equilibrium. Excess spindleage has been largely removed from the cotton and 
woolen branches. The synthetics branch has reached a stage in which its rate of 
growth has slackened, and the entire industry has now almost completely 
adopted a three shift basis of operation. 

It seems probable that integration will continue and that the emphasis on 
product differentiation and promotion will significantly alter market structure. 
As the larger houses complete their diversification there will be an even greater 
emphasis on product differentiation. The result will be an increased assumption 
of marketing functions and a shortening of channels. There will be a lessened 
opportunity for the accumulation and deaccumulation of “pipeline” stocks, a 
reduced role played by the gray goods markets, less flexible prices over-all, and 
a market structure in which something approaching pure competition is replaced 
by monopolistic competition or differentiated oligopoly. 

In short, the basic structural characteristics which have made the industry 
so susceptible to cyclical disturbances are gradually being modified, and in the 
years ahead the industry should be in a position to enjoy a period of relative 
stability consistent with the general characteristics of its basic consumer and 
industrial demand. 
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Recent developments in Soviet foreign economic activities have been suffi- 
ciently dramatic to prompt a re-examination of accepted explanations of Soviet 
motivation and the role of the Soviet economy in its foreign trade. The desire 
for political gain, disruption of Western alliances and encouragement of neu- 
tralism, the strengthening of the domestic economy, and the eventual goal of 
world Communism are generally regarded as the principal or sole motivating 
factors in Soviet foreign trade. Economic factors are usually assigned a rela- 
tively minor role. A study of trends and characteristics of the Soviet economy, 
as well as the world economy, suggests that fundamental changes have taken 
place which tend to elevate the importance of economic considerations. 


I. RECENT DEVELOPMENTS 


Not only has the volume of Soviet foreign trade expanded during the past four 
years but there have also been significant changes in its commodity composition 
and geographic direction. Trade reached its highest level in 1957, 33.3 billion 
rubles, more than 6 times the 1938 level in “constant prices.”' Much of the in- 
crease is attributable to enlarged trade with Eastern Europe and China, which 
was negligible in 1938 but in 1957 constituted 74 percent. Trade with primary 
producing countries has been small but percentage increases have been large. 
Soviet trade with non-Communist states, conducted through a network of bi- 
lateral agreements, remains predominantly *’ith Western Europe, although the 
exchange of raw materials and agricultural products from underdeveloped 
countries for Soviet capital goods has been increasing each year.” 

During the postwar period the USSR has made loans to Eastern Europe and 
China of about 30 billion rubles, most of which were negotiated since 1953. In 
1953 the USSR began extending loans to primary producing countries. The 
USSR and Eastern Europe have made commitments of nearly $2 billion to these 
countries, including development loans of $100 million or more to Afghanistan, 
Egypt, India, Indonesia, Syria, and Yugoslavia, as well as arms loans of $400 
million, principally to Egypt and Syria.* Moreover, Soviet spokesmen in the 
past four years have frequently stated their great desire for expanded trade 
and have averred the considerable mutual economic benefits to be derived 


*Vneshnaya Torgovlya, 1958, No. 4, p. 16. 

*V. Alkhimov, “Cooperation Between the USSR and Underdeveloped Countries,” Voprosy 
Ekonomiki, 1957, No. 6, pp. 15-29. 

* Robert Loring Allen, “The Soviet and East ss Foreign Credit Program,” American 
Slavic and East European Review, December 1957, XVI, pp. 433-449, and by the same author, 
Middle Eastern Economic Relations with the Soviet Union, Eastern Europe, and Mainland 
China (Charlottesville: Woodrow Wilson Department of Foreign Affairs, 1958). A complete 
listing of credits is given in the New York Times, January 4, 1958 and the Congressional 
Record, 103, August 27, 1957. 
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from trade with USSR. High-ranking officials have pointed to the markets of 
the USSR and to Soviet technology, skill, and industrial might as well, indi- 
cating that rapid industrialization now enables the USSR to assist other coun- 
tries toward the same development. 


II. INTERPRETATION 


Soviet foreign trade policy, as an adjunct of general foreign policy, has always 
performed both economic and political functions. Before the second world war it 
was used, not always efficaciously, to influence other countries. During and 
after the war trade was used to bring countries within the Soviet sphere of in- 
fluence and bind them into a bloc. Soviet political aspirations now dictate that 
trade policy assist in influencing underdeveloped countries. In this light, recent 
developments are a natural and necessary outgrowth of the support which 
foreign economic policy must provide for Soviet foreign aims. The generally 
accepted explanation of recent activities is that the ruling group, ascending to 
power in 1953 and following a major reassessment of foreign policy, concluded 
that Soviet goals could be achieved more readily by abandoning the economic 
isolationism which previously characterized its attitude toward foreign con- 
tacts.* 

But in addition to supporting foreign policy, traditional Soviet foreign trade 
policy has also had two principal economic guides: (1) to import necessary 
capital goods for assisting industrialization and to export only what was neces- 
sary to pay for the imports, and (2) to organize foreign trade and the domestic 
economy in order to eliminate undue dependence on imports. Soviet imports of 
capital goods have reflected these attitudes and trade was regarded as a neces- 
sary evil, to be disposed of as the economy expanded toward self-sufficiency. A 
dream of autarky predominated. 

An apparent paradox, therefore, exists between the aims of foreign policy 
and foreign trade policy. While foreign policy dictates wider economic relations, 
Soviet trade policy calls for weakening economic ties now that industrialization 
is well advanced. Two explanations seek to resolve this paradox. One assigns 
overriding importance to the political motives of the USSR and maintains that 
Soviet foreign economic activities are primarily or solely undertaken to influence 
underdeveloped countries. The other explanation contends that changes in the 
Soviet economy have demonstrated the high cost of autarky and the economic 
benefits of trade, prompting Soviet leaders to interpret their autarkie policy 
with greater flexibility and to encourage increased trade for economic reasons. 

The political interpretation is attractive; it fits the facts of Soviet history and 
behavior patterns. Few would argue, however, that Soviet industrialization has 
not had an impact on trade policy. On the other hand, it cannot be argued that 
economic motives alone provide the basis for recent Soviet commercial interests. 


*Stanley J. Zyzniewski, “Soviet Foreign Economic Policy,” Political Science Quarterly, 
June, 1958, pp. 206-233 and J. M. Letiche, “Soviet Foreign Economic Policy: Trade and 
Assistance Program,” Report on the Soviet Union in 1956 (Munich: Institute for the Study 


of the USSR, 1956), pp. 172-194. 
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Too many transactions have obvious political aims and involve a cost to the 
USSR. A combination of political and economic motives, therefore, appears as 
the most satisfactory explanation of recent Soviet activities.® 

In order to demonstrate the nature and extent of economic motivation, a 
working postulate may be adopted: total Soviet product may now be enlarged 
by exporting increasing quantities of capital goods and importing greater quan- 
tities of raw materials and agricultural products. To test this postulate it must 
be shown that (1) the opportunity costs of manufactured goods have declined 
relative to the opportunity costs of agricultural products and raw materials, 
and (2) the terms of trade of capital goods which the USSR exports with respect 
to primary goods which the USSR imports have not turned so as to offset the 
change in relative costs. Two other considerations, while not constituting a test 
of the postulate, are nonetheless illuminating. The trend in commodity com- 
position of Soviet foreign trade and the officially stated policy position display 
some evidence bearing on the validity of the postulate. 

Unfortunately, only a fraction of the data required to test the postulate is 
available. A time series of costs of production for each significant item produced 
in ue USSR would be needed to know fully the course of relative costs. No such 
cost data are available and price series must substitute for the cost data. In- 
formation on prices of Soviet capital goods exports and primary product imports 
is necessary to calculate the terms of trade, but world prices must be used in the 
absence of these data. Furthermore, limited trade data must substitute for a 
complete analysis of commodity composition. Bits and pieces of information on 
the character of the Soviet economy, its production and planning system, rates of 
growth, and official policy must take the place of completely adequate data. 


III. FOREIGN TRADE TRENDS 


In total Soviet exports machinery and equipment have claimed an increasing 
share from 1928 through 1955. In 1913 and 1928 such exports were negligible 
but by 1938 they were 5 percent of total exports. By 1950 the percentage had 
more than tripled. In 1955 the USSR was exporting more than 22 percent of its 
total exports as capital equipment. In 1956 machinery and equipment exports 
of the USSR in comparable prices were 20 times their 1938 level, although the 
capital goods share in total exports declined to 17 percent. The USSR now 
claims to have become “the world’s largest supplier of complete units of equip- 
ment for industrial enterprises and individual shops being built in other coun- 
tries.’”® 

Reflecting the pressure of population which no longer permits large-scale 
grain exports, the proportion of grain in total Soviet exports has declined since 


*Klaus Knorr, Ruble Diplomacy: Challenge to American Foreign Aid, Memorandum 
No. 10 (Princeton: Center for International Studies, Princeton University, November, 1956), 
Donald R. Hodgman, “Soviet Foreign Economic and Technical Assistance,” in Recent 
Soviet Trends (Austin: Committee on Eastern European Studies, University of Texas, 1956), 
and others emphasize heavily the political aspects of Soviet activities. 

*Vneshnaya Torgovlya, 1957, No. 11, p. 36. 
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TABLE 1 
COMMODITY COMPOSITION OF SOVIET EXPORTS AND IMPORTS, 1913-1955* 
(Percentages) 
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* Narodnoe Khozaistvo SSSR: Statisticheskii Sbornik, Tsentral’noe Statisticheskoe 
Upravlanie .. . SSSR (Moscow, 1956), p. 217. 
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1938. In 1955 these comprised 10 percent of Soviet exports, as compared to 
nearly 22 percent in 1938. Consumer goods exports have also declined steadily 
as a proportion of total exports. In 1928 consumer exports were 34 percent of 
total exports, only half that in 1938, and in 1954 and 1955 they were 8 percent 
of the total. 

On the other hand, Soviet imports of consumer goods and some primary prod- 
ucts have been increasing relative to total imports. Consumer goods were 5 
percent of total imports in 1938; the share quadrupled by 1954 and 1955. Some 
categories of raw materials, such as coal, have claimed an increasing proportion 
of total imports. In 1928 and 1938 coal imports were negligible; in 1954 they 
were nearly 4 percent. Prior to 1938 petroleum products were 1 percent or less 
of total imports; in the postwar period such imports reached 3 to 4 percent. 
Ore imports have also steadily increased proportionately in the postwar period. 
Peanuts, soybeans, and oil seed imports in 1938 were negligible but since the 
war they have claimed 3 to 4 percent of total imports. 

The USSR remains a substantial net importer of capital goods. Machinery 
imports were about the same proportion of total imports in 1954 as in 1938. 
These imports reflect the continued heavy requirements of Soviet industrializa- 
tion, even though the proportion of Soviet machinery requirements supplied by 
imports has been steadily declining.’ These imports also indicate the growing 
specialization of trade, in which the USSR imports highly technical and spe- 
cialized equipment from Western Europe while simultaneously exporting sim- 
pler types of capital goods to primary producing countries. 


IV. RELATIVE COSTS 


The structure of the Soviet economy has been radically altered by industrial- 
ization. Total output contains a greater proportion of industrial products and 
industrial sectors have acquired a relatively larger amount of the total capital 
stock and labor force of the economy. This emphasis on industrial products has 
enabled these sectors to achieve economies of scale. Further economies have re- 
sulted from a more highly skilled labor foree and management. The introduction 
of more capital equipment has led to reductions in costs. The extractive in- 
dustries and agriculture, on the other hand, have faced a relatively more in- 
elastic supply situation. Within limits, the supply of land is fixed and raw 
materials sectors have expanded output by producing from less accessible, 
poorer, and more costly deposits. Institutional factors, such as collectivization, 
have likewise retarded growth in agriculture and have increased costs. In gen- 

* Ibid., p. 4. Two more recent sources tend to confirm the trends mentioned above and show 
a continuation into 1956. There are, however, some divergences between them and the Table 
I source. “The Soviet Union’s Foreign Trade After World War II,” Vneshnaya Torgovlya, 
1958, No. 4, pp. 18-32, by G. Rubenstein, A. Fokin, and V. Azov, presents a great deal of new 
information and a somewhat different structure of imports and exports. These may be ex- 
plained in part by a different classification and inclusion of re-exports, Narodnoe Khozaistvo 
SSSR v 1956 godu, Statisticheskii ezhegodnik, Tsentral’noe Statisticheskoe Upravlanie... 
SSSR (Moscow, 1957) p. 239-240, contains a table similar to Table I but with some different 
figures. There is no explanation of any of these differences in the Russian literature. 
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eral, then, while industrialization proceeded, the costs of production of capital 
goods have fallen relative to the costs of production of the output of agricultural 
and extractive industries. 

Prices: The history of Soviet prices tends to confirm this conclusion. The 
Soviet price system is extremely complex and has not yet been fully analyzed. 
Centralized planning has injected an element of arbitrariness in setting prices 
and changes in prices have sometimes appeared to be equally arbitrary. Prices 
for heavy industry have been kept low purposefully through subsidies to en- 
courage larger output. Agricultural and food products prices are likewise diffi- 
cult to interpret because of the turnover tax, the sumptuary nature of price 
setting, and the ambiguity of land rent in the Soviet economy.® 

On at least three occasions, in 1932, 1936, and in 1949-1950, the USSR has had 
major price reforms. It is now generally accepted that while the USSR has not 
been particularly concerned with short-run divergences between price and costs, 
an effort has been made at discrete intervals to rationalize the price system so 
that prices reflect costs as nearly as possible. The periods 1928-1935 and 1941- 
1948 were characterized by large subsidies to Soviet industry. The price in- 
creases of 1936 and 1949-1950 were designed to bring prices back into line with 
costs. Therefore, over the entire period from 1927 to 1950 the distortion of 
prices may not have been so great as to make them useless. 

All prices have risen considerably since 1927, especially in the most recent 
period. Prices of industrial products as a whole were in 1950 slightly more than 
twice those of 1940 and five and one-half times higher than in 1928. The prices 


of many significant semi-finished and raw materials in the industrial products 
category (iron ore, blast furnace products, coal, coke, timber, lumber, wood 
products) have risen higher than the group as a whole since 1940. The prices 
of food and agricultural products have advanced phenomenally over the entire 
period. In addition, following Stalin’s death in 1953, procurement prices of 


*Naum Jasny, The Soviet Price System (Palo Alto: Stanford University Press, 1951) is a 
discussion of some of the intricacies of Soviet pricing. There is a developing controversy 
among Soviet economists on the role of prices in the Marxist law of value. At the meeting 
in December, 1956, of the Institute of Economics of the Academy of Sciences, much of the 
discussion was devoted to this problem, as reported in Voprosy Ekonomiki, 1957, No. 2, pp. 
71-121, and Dengi i Kredit, 1957, No. 3, pp. 40-49. Polish economists have recently argued 
that prices should reflect supply and demand and be used to allocate resources (W. Brun, 
“On the Role of the Law of Value in a Socialist Economy,” Ekonomista, 1956, No. 5). Soviet 
economists have vigorously attacked this position but argue that prices should be planned, 
with some exceptions, to reflect costs and that “prices have been considerably brought into 
line with value.” (L. Gatovsky, “On Utilizing the Law of Value in a Socialist State,” Kom- 
munist, 1957, No. 9.) 

* Abram Bergson, Roman Bernaut, and Lynn Turgeon, “Prices of Basic Industrial Products 
in the USSR, 1928-1950,” Journal of Political Economy, August, 1956, LXIV, p. 303, argued 
that “at least the postreform price cannot be wholly lacking in economic content. The most 
limited inquiry makes it clear that the Soviet price-fixing under the reforms and after and 
also about 1928 (prior to the institution of the stable price policy) was actually fairly complex 
and certainly involved a consideration of rather conventional economic factors, such as costs 
and the need to stimulate production or substitutions.” See also A. Maisenberg, Tsenoobra- 
zovanie v narodnom khozaistve SSSR (Moscow: Gospolitizdat, 1953), Chapter VIII. 
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Parentheses indicate a computed 20 percent decline. See footnote 9. 1 through 15: Abram 


Bergson, Roman Bernaut, and Lynn Turgeon, ‘‘Prices of Basic Industrial Products in the 
USSR, 1928-1950,’’ Journal of Political Economy, August 1956, p. 323. 15-19, 48-52: Naum 
Jasny, The Soviet Price System (Stanford University Press, 1951), pp. 168-169, 20-48: Naum 
Jasny, Soviet Prices of Producers’ Goods (Stanford University Press, 1952), pp. 166-170. 
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agricultural products (cotton, flax, hemp, livestock, ete.) have increased sharply. 
Machinery and equipment items have not increased in price as rapidly as raw 
materials. The Jasny general machinery index in 1950 was 15 percent higher 
than that of 1940 and only twice as high as 1927. The price revisions of 1950 
reduced machinery prices to about 70 percent of the 1949 level. These same 
revisions reduced prices of automobiles and tractors by nearly one-fourth.!® 
Admittedly, price changes for individual items of equipment do not always show 
a systematic pattern, but in general the increases for the more highly fabricated 
goods have been smaller than for industrial raw materials and agricultural 
products. An unweighted index of equipment items is 173 for 1950 on a 1940 
base. Bergson’s index for industrial products is 241 for the same period. 

Among the items which Bergson, Bernaut, and Turgeon studied, it is evident 
that the nearer the item to the extractive stage, the greater the price change. 
Between 1928 and 1950 the prices of industrial products as a whole rose 569 per- 
cent. Price rises below this average include the following fabricated products: 
cast iron pipe, nonferrous and secondary aluminum ingots, nonferrous rolled 
products, inorganic chemicals, pigments, paints, varnishes, ordinary and quality 
rolled steel, miscellaneous metals products, cement, and industrial power. Price 
rises above include: coal, coke, lime, turpentine, bricks, blast furnace products, 
peat, iron ore, lumber, and wood products—all nearer the extractive stage. 
Coal, coke, and iron ore are among those with the highest price increases. Elec- 
tric power, chemicals, and metal products figure among those with the lowest 
price increases. 

Specific machinery prices have advanced less rapidly than raw materials and 
food products. All but one of the prime movers had price increases between 
1927-1928 and 1950 below that of Bergson’s industrial product index for the 
same period. The index of industrial products for 1950 stood at 569 over that 
of 1928. The index of 1950 over 1927 for trunkline locomotives was 563, rolling 
stock 465, oil engines 459, locomobiles 406, freight cars 393, steam turbines 384, 
diesels 276, tractors 185, construction machinery 125, and trucks and auto- 
mobiles 94. Prices of small hydroturbines declined from 100 to 78 between 1939 
and 1949 and even more in 1950." 

Qualitative Evidence: One basic reason for greater relative economies in 
manufacturing has been the reluctance of the USSR to undertake costly model 
changes or even develop its own models. It is a well-known practice of the 
Soviet regime to copy foreign models, a much cheaper expedient which avoids 
costs of initial design, testing, and small-scale production stages. Familiar 
American, German, and British avtomotive equipment and other machinery 
models have been so reproduced without model changes for a long period. The 
ZIS-5 truck was first manufactured in 1934 and was still in production in 1950. 
Other types of equipment are produced without changes for a decade or more. 
Standardization of equipment and parts has been carried to an extreme in 

* Naum Jasny, Soviet Prices of Producers’ Goods (Palo Alto: Stanford University Press, 


1951), pp. 140-141. 
“ Richard Moorstein, Prices of Prime Movers in the USSR (Santa Monica, Calif.: RAND 


Corporation, RM-1225, 1954). 
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Soviet equipment industries. A whole factory, for example, concentrates on a 
single model of tractors. As Jasny observes, “The combination of these factors 
could not fail to affect production costs favorably.”!* 

Industrialization in the USSR has lagged behind that of the United States, 
Great Britain, and Germany. Cost-reducing innovations and new techniques 
and products were common knowledge when the USSR began to industrialize. 
The USSR has had a substantial advantage in its development simply by 
adopting the most recent technology. After laying the foundation for its in- 
dustry, the USSR then had only to tap the latest advances made in Western 
countries through imports, technical and scientific journals, and the use of 
Western technicians to avoid the costs incurred by the West. 

In the raw materials sector the USSR has followed the practice of every other 
country which has industrialized rapidly. The cheapest and most accessible 
resources were used first, gradually moving to deeper and less easily obtainable 
deposits. The result has been that, despite great investments, the output of 
extractive industries has become markedly more costly. Increasing beneficiation 
of ores has been necessary throughout Soviet mining industries, with iron ore a 
particular problem. Remaining deposits at Krivoi Rog and Kerch are powdery 
and contain harmful impurities. Lead and zine ores, as well as bauxite, now 
imported in large quantities from Hungary, have also become a problem. Coal 
and coke have been subject to very substantial cost increases since 1928. Shaft 
mining has become necessary in the Donets Basin and the percentage of open 
strip mining is steadily decreasing. Mining techniques in the Kuznets Basin 
have left a large amount of coal in the ground. Many coal mines have become 
increasingly subject to flooding. The ratio of lignite to total coal mined in the 
USSR is large and steadily increasing. Except in the Pechora Basin above the 
Arctie Circle, the USSR has little coking coal and has had to rely increasingly 
on Polish coal for metallurgical purposes. 

Agriculture, the “Achilles heel” of the economy, has been treated as a step- 
child in Soviet efforts to industrialize rapidly. The collectivization deemed nec- 
essary for controlling the agricultural population has been very costly and in- 
efficient. Agricultural investment has been seriously neglected as well, especially 
prior to 1953. Consequently yields have been low on the limited amount of 
arable land in the USSR. Unfavorable topographic characteristics also impose an 
increasing cost when agricultural production expands. Production has barely 
kept pace with population growth and the seriousness of the problem is indicated 
by the drastic measures undertaken since 1953 to increase both production and 
acreage. Procurement prices have been raised substantially and more investment 
has been allocated to agriculture. Additional measures include the corn-hog 
program and a “new lands” project which seeks to cultivate land up to or beyond 
the adequate rainfall margin. These are all expensive measures with no cer- 
tainty of suecess.'* 

“Naum Jasny, Soviet Prices of Producers’ Goods, p. 129. 


8 Lazor Volin, A Survey of Soviet Russian Agriculture (Washington: U.S. Department of 
Agriculture, 1951). Joseph Kershaw in “Recent Trends in the Soviet Economy,” The Annals 
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The deliberate emphasis on heavy industry throughout the process of Soviet 
economic development has resulted in a distorted relationship between industrial 
production and raw material and agricultural production. This distortion occurs 
as a cost which the USSR willingly absorbs in order to attain its present in- 
dustrial power and military prowess. This cost is borne in turn by sectors of 
the economy whose potential output cannot be reached because of insufficient 
investment. While the cost cannot be avoided, it can be reduced somewhat by 
importing primary products. 

As the Soviet economy has increased in size, the demands of the industrial 
pipeline and inventories assume greater cost importance. Serious cutbacks and 
delays at heavy costs are involved unless there is a steady flow of raw materials 
to enterprises in the USSR. Despite the most careful planning, it is not always 
possible to maintain an even flow from domestic sources. Having increasing 
quantities of raw material imports and the ability to acquire such imports on 
very short notice could well represent a substantial cost savings to the economy. 

It has also become increasingly difficult and costly to plan the capital build- 
ing program so that supply and demand are matched at all times. The USSR 
ean achieve economies by selling some kinds of temporary “surplus” capital 
goods on the export market. Then, when the planned rate of growth in the capital 
goods consuming sectors reaches the point where they can utilize all of the 
output of the capital building sectors, exports would cease. Thus, the USSR 
might need a turbine industry of a given capacity in 1963 which will take 
several years to build. While the industry is building up its plant to this ex- 
pected 1963 demand, other sectors may not require enough turbines to make the 
plant’s interim operations economical. In addition to imbalance between capital 
building and capital consuming sectors, the USSR is also not immune to the 
operations of the acceleration principle. Despite the most careful planning 
there is still a magnified repercussion on the capital building sector when the 
rate of growth of final products slows down. The USSR has tried to soften the 
consequences through built-in flexibility in plants but shut-downs and operating 
at less than capacity are unavoidable. Trade is a way to keep all plants operat- 
ing efficiently at all times. 


Vv. TERMS OF TRADE 


Even if it could be established irrefutably that there has been a shift in 
Soviet relative costs, it does not necessarily follow that the USSR will now gain 
more from trade by exporting more capital goods and importing greater quan- 
tities of raw materials. If the prices at which the USSR sells its capital goods 
exports have fallen relative to the prices at which the USSR buys raw materials, 
then the USSR may not benefit from a changed pattern of trade. The USSR, 
however, has no independent foreign trade pricing system. In most cases world 





of the American Academy of Political and Social Science, January, 1956, pp. 37-49, as well 
as Gregory Grossman, “Soviet Agriculture Since Stalin,” in the same issue, pp. 62-74, paint 
a bleak picture of the prospects for Soviet agriculture. Kershaw suggests increased trade as a 
possible solution (p. 49). 
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prices are accepted; in some cases bilateral agreements allow departures from 
world prices. In the absence of Soviet price data, world prices must be used as 
an approximation. 

The terms of trade of primary producing countries with industrial countries 
were 148 in 1954 on a 1938 base. Between 1948 and 1954, however, the terms of 
trade of primary producing countries with industrial countries improved only 
14 percent. This gain was partly erased between 1951 and 1954 when these terms 
declined 9 percent. 

The world trade price index for primary commodities declined from 118 in 
1951 (1953 = 100) to 102 in 1956 and the agricultural non-food index declined 
from 147 to 101 in the same period. On the other hand, the world trade price 
index for manufactured products was the same in 1956 as it was in 1951 and 
1948. Between 1953 and 1956 the primary product index has declined 1 percent; 
the manufactured goods index has increased 3 percent. Thus in the period during 
which an increase of Soviet export of capital goods and larger imports of raw 
materials occurred, the terms of trade both of industrial with primary producing 
countries and manufactures with primary commodities improved.'* 

Kindleberger’s exhaustive study for European trade concludes that the terms 
of trade have turned against underdeveloped countries and in favor of the de- 
veloped. His study is for the period 1872 to 1952, but the same conclusion holds 
for 1928 to 1953. A discrepancy arises in an examination of the terms of trade 
of primary products with manufactures, which have been against manufactures. 
The trend, however, is small, and within the margin of error. Furthermore, be- 
tween 1928 and 1952 there is a slight improvement in the terms of trade of 
manufactures with primary products. Furthermore, Kindleberger recognizes 
the acknowledged fact that while the quality of primary products is constant over 
time, there has been a steady and substantial improvement in the quality of 
manufactures. No quantitative studies have been made but the gains to all 
countries resulting from quality improvements have been recognized as more 
than adequate to offset even major apparent improvement in the terms of trade 
of primary products. Even ignoring this factor and despite small discrepancies, 
limited information, and confused classification systems, Kindleberger still 
asserts, “It is a fair conclusion that in the European context the terms of trade 
favor the developed and run against the underdeveloped.’’® 

The use of bilateral agreements with primary producers also provides the 
USSR with an opportunity to improve its terms of trade. The USSR can pur- 
chase large amounts of such items as cotton or rice, even at a price higher than 
the market price as long as the selling country must buy Soviet exports at 
negotiated prices. If the USSR were to enter the open market to purchase large 
quantities of primary products, its action would probably increase the market 


“ World Economic Survey, 1955 (New York: United Nations, 1956), pp. 63-66, 183-194; 
World Economic Survey, 1956 (New York: United Nations, 1957), p. 184; Statistical Year- 
book, 1957 (New York: United Nations, 1957), pp. 434-435. 

* Charles P. Kindleberger, The Terms of Trade: A European Case Study (New York: 
Technology Press-Wiley, 1956), pp. 233-239. 
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* 
‘price, while simultaneously Soviet export sales in market competition would 
probably command a lower price than is obtained under trade agreements. 


VI. OFFICIAL STATEMENTS 


The overwhelmingly expressed sentiment in the first two decades of the 
Soviet regime was the desire for economic self-sufficiency. Imports, especially 
of capital goods, were necessary to achieve industrial power, a precondition of 
self-sufficiency required for defense against “capitalist encirclement.” In these 
early days Stalin stated, “We must construct our economy in such a way that 
our country does not become an appendage to the world capitalist system . . . that 
our economy shall develop not as a supernumerary of capitalism but as an in- 
dependent economic entity.’® This basic proposition still stands as a funda- 
mental tenet, but the conditions which gave rise to it—the superior economic 
power of hostile capitalist countries, an economically and politically weak 
USSR, and a tradition of involvement with capitalist countries, both in Tsarist 
and early Soviet regimes—no longer prevail in the same degree. The importance 
of strict interpretation of the autarky policy has been attenuated. 

The emergence of the USSR as a leader of a bloc of nations has also had a 
profound effect on its attitude toward international economic relations. Eastern 
European and Chinese trade has been reoriented to the USSR and other mem- 
bers of the bloc. International specialization has received official blessing for 
countries within the socialist camp. The official economics textbook in 1954 
stated, “The socialist division of labor permits individual countries to avoid 
parallel development of the most important branches of industry and agricul- 
ture.... Each country can concentrate its assets and efforts on the development 
of those branches for which it possesses more favorable natural and economic 
resources,”’!7 

During the past three years the USSR has increasingly adopted the view that 
mutual benefits were to be derived from trade among all nations. In 1956 
Mikoyan said, “The time is past when the Soviet land of socialism was isolated 
and when we were an oasis in the capitalist encirclement. ... We proceed from 
the belief that our trade with capitalist countries is profitable to both sides, con- 
ditioned by the very necessity of the division of labor.’"* There is no intention 
on the part of the USSR, however, to become inextricably dependent upon basic 
supplies not under its control. There also can be no doubt that recent statements, 
as well as activities, clearly imply a willingness to interpret the policy of autarky 
in a less rigid manner. 

VII. CONCLUSIONS 

The bulk of available information tends to support the view that the structure 

of the Soviet economy has changed so that capital goods costs are declining 


* Joseph Stalin, Statement to the 14th Party Congress, December 1925. 

* Politischeskaya Ekonomiya-Uchebnik (Moscow: Institute of Economics, Academy of 
Sciences, 1954), p. 391. 

* A. I. Mikoyan, Statement to the 20th Party Congress, February 1956. 
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relative to the costs of raw materials and agricultural products. The structural 
change, along with improved terms of trade, foreign trade trends, and policy 
statements, indicate that increasing capital goods exports and increasing raw 
materials imports may now be economically advantageous to the USSR. Present 
Soviet foreign economic activities are not simply another weapon in the “cold 
war” and a political venture which when exploited to the full will be abandoned. 
Rather, they reflect a permanent change in the Soviet economic position, to be 
reckoned with henceforth on both political and economic grounds. 

Soviet foreign trade policy should not be viewed from the standpoint of 
either economic or political considerations alone. Both are operative. Whereas 
there is little doubt that political considerations currently appear to have the 
predominant influence, Soviet foreign trade has always been and will always be 
used to better its economic position. It is fortunate for the USSR that the present 
position of its economy is such that economic and political interests coincide 
in its foreign economic undertakings. Sufficient evidence is available to give 
credence to the tentative conclusion that the USSR now occupies a new economic 
position which adds greater flexibility to its foreign policy, magnifies the potency 
and duration of its economic efforts abroad, and orients the USSR toward ex- 
panded economic relations with primary producing countries. 





ISRAEL’S EXPORT PROBLEM AND ITS 
POLICY IMPLICATIONS 


MORDECHAI E. KREININ 
Michigan State University 


I, INTRODUCTION 


During the first few years of Israel’s existence, its economic planners placed 
major emphasis on progress towards the solution of basic long-run problems. 
These problems concerned economic development, economic absorption of mass 
immigration, and the economic burden of large defense outlays. While the 
short-run problem of the unfavorable trade balance was not ignored, it was 
relegated to second place in Israeli economic planning. A large-scale inflow of 
unilateral payments enabled the economic planners to carry on their long-run 
objectives without having to worry too much about the current deficit in the 
balance of payments. It was generally assumed that once the primary goals 
were reached, the balance of payments problem would take care of itself. 

In recent years, however, there has been a shift in emphasis. State planners 
are still concerned with the long-run objectives, but are being urged constantly 
by independent economists to give higher priority in the formulation of invest- 
ment and other policies to the pressing short-run problem. Perhaps the most 
important reason for this shift is the prospect of a sharp decline in the inflow of 
capital within the next few years. At the rate at which the German reparations 
to Israel are being used up, they will be exhausted by 1963.' Private contribu- 
tions and transfers as well as public capital import will also taper off before 
long. This decline will seriously interfere with all phases of domestic production, 
since two thirds of Israel’s imports are currently financed by capital import, 
and local production depends heavily on imported raw materials, spare parts, 
and fuel.? The only way to minimize the impact on the economy of the transi- 
tion to a self-supporting stage is by increasing exports. 


Il. THE PROBLEM OF EXPORT 
A model of the Israeli economy, constructed in 1955 by Dr. A. L. Gaaton,’ a 
senior government economist, is helpful in clarifying the problem. In his model, 


* The reparation agreement for 821 million dollars was signed on September 9, 1952, and 
the first shipment of goods under the agreement reached Isreal in August 1953. By Sep- 
tember of 1957, orders had been placed for about half of the total amount agreed upon. 

* Imported materials form 28 per cent of the total value of Israeli production. They enter 
into the production of consumption, investment, and export goods to the extent of 22, 41, 
and 48 per cent respectively. See Nadav Halevi, Estimates of Israel’s International Trans- 
actions, 1952-1954 (Jerusalem: Falk Project for Economic Research in Israel, 1956), p. 44; 
and Bank of Israel Annual Report for 1956 (Jerusalem: 1957), p. 46. Statistical tables, 
describing the composition of capital import into Israel, are available from the author upon 
request. 

*A. L. Gaaton, “Foundations for Economic Independence,” The Economic Quarterly 
(Hebrew), October 1956, Vol. 4, pp. 24-44. Also, A. L. Gaaton, “Increased Immigration and 
the Balance of Payments,” The Economic Quarterly, November 1957, Vol. 5, pp. 22-26. 
Statistical tables, describing the model, are available from the author upon request. 
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Dr. Gaaton analyzes the implications to the Israeli economy of a gradual de- 
cline in the inflow of capital to an annual rate of $50 million by 1963. The model 
is based on the following assumptions: (a) a 15 per cent increase in population 
(both from immigration and natural increase) during the eight-year period 
terminating in 1963; (b) no scarcity of manpower throughout the period; and 
(c) capital influx totaling $1420 million during the period 1955-1962. Based on 
these fairly realistic assumptions, the author concludes that if Israel is to main- 
tain its present living standards, total domestic production will have to increase 
by 49 per cent, while exports will have to rise by 340 per cent by 1963. These 
figures, however, assume that the increased export can take place at the present 
export prices. On the assumption of a 20 per cent decline in export prices, 
Gaaton’s model suggests that the physical volume of gross national product 
would have to rise by 60 per cent, and the physical volume of exports by 430 
per cent. 

Implied in the last figure is the need for both an increase in production, and 
a shift in the orientation of production. Thus far, production has been oriented 
toward the local market. Producers regard exports as merely a necessary but 
not desirable addition to their production for the local market; necessary to 
gain the favor of the government and to obtain access to imported raw material. 
This attitude will have to be reversed. The recent performance of the Israeli 
economy* indicates that such a reversal can be accomplished only by con- 
certed economic measures designed to remove the following obstacles to the 
expansion of exports: (1) basic shortcomings in the industrial structure; (2) 


low productivity and high production costs; (3) inflationary pressures; and 
(4) problems connected with the development of export markets. 


Ili, IMPEDIMENTS TO EXPORT 


A. The Structure of Industry 


Two structural impediments to export can be recognized. First, there are 
shortcomings arising from past misdirection of investments, and second, there 
are difficulties arising from the smallness of the average production unit. 

Over 60 per cent of total investment in Israel is carried out by the central 
and local governments and other public bodies. Through its administrative 
control over foreign exchange and import, and through its policy of according 
preferential treatment to “authorized” investments, the government is also 
influential in channeling private investment activity. For ideological, social, 
and security reasons, government investments in the past were concentrated in 


*P. Dolberg, for example, in her article: “Export and Economic Independence” (The 
Economic Quarterly, March 1957, Vol. 4, p. 197) points out that between 1955 and 1956 
there has been virtually no increase in the proportion of value added of export to the 
import for local use (in millions of dollars) : 

1955 1956 

1. Total imports of goods and services 443 520 

2. Imports for production of export goods 69 75 

3. Imports for local use 374 

4. Value added of exports 73 88 
5. Item 4 as per cent of item 3 19.4 
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agriculture, in the provision of basic facilities for industrial development and in 
the development of basic mineral and other resources. The major part of in- 
dustrial development was left to private initiative.5 

In planning its development program, the government never had any clear- 
cut economic criteria for setting up investment priorities. There is strong evi- 
dence that consciously or unconsciously, there existed among government 
planners some tendency towards autarchy. At any rate, it is clear that many 
industries were developed with complete disregard of the principle of com- 
parative costs. Even in fields where development was undertaken by private 
initiative, which should have been directed by market forces, there was not 
much regard for that principle. This occurred because of the various price dis- 
tortions which existed in the economy. Prices of productive factors in Israel 
bear hardly any relation to their relative scarcity. The relative scarcity of land 
is not manifested in high rent because all land belongs to the nation and is pro- 
vided cheaply to agricultural settlers. The relative scarcity of capital is not 
evidenced in high interest rates, because cheap investment capital is obtainable 
from government sources. Also, there exists an upper legal limit of 11 per cent® 
on all loans, which are rationed through a system of qualitative credit controls. 
At the same time the black market interest rate often exceeds 20 per cent. 
Capital goods can be purchased abroad cheaply (after government authoriza- 
tion) because the official exchange value of the Israeli pound is maintained on 
an artificially high level by a complicated system of exchange control. Finally, 
the relative abundance of unskilled labor in no way results in low wages be- 
cause of pressure from the powerful Federation of Labor Unions. 

Some of these price distortions can be justified in terms of long-range de- 
velopmental needs and in terms of needs for balanced growth. For others, there 
is no economic justification. They resulted in many investment projects which 
are of questionable value to the economy.’ In many cases a dollar saved to the 
country by the product of these investments—either as an export item or as an 
import substitute—costs over I£ 6, while the official exchange rate is only 
$1 = I1£ 18. 

The second type of structural shortcoming is the small size of the average 
industrial production unit. In the 1952 industrial survey, 20,302 establishments 


*In 1956, percentages of government participation in the financing of investments in 
various sectors of the economy were as follows: Agriculture—75; industry—30; electricity— 
80; minerals and oil—65; services—65; residential housing—35; transport—85 (Bank of 
Israel Report for 1956, op. cit., p. 93). For estimates and analysis of Israel’s national income 
and its components, see Daniel Creamer, /srael’s National Income, 1950-1954 (Jerusalem: 
Falk Project for Economic Research in Israel and Central Bureau of Statistics, 1957). 

* The interest rate law of March 1, 1957 raised the maximum rate from 9 to 11 per cent. 
Loans to agriculture and industry, however, are still subject to a maximum rate of 10 per 
cent. 

* This is exemplified by the establishment of certain heavy industries (eg., a steel mill), 
and by the erection of plants with an excessive degree of capital intensiveness, in spite of 
the relative abundance of labor and relative scarcity of capital. See I. Horin, “Planning of 
Export,” The Economic Quarterly, November 1957, Vol. 5, pp. 51-55; and M. Gilboa, 
“Criteria of Rentability, Production and Investment,” Ibid, pp. 73-93. 
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were enumerated, employing 100,275 workers. The survey showed that 97 per 
cent of all establishments employ fewer than 20 workers.* This large number 
of very small establishments results in a high cost of production both to the 
individual producer and to society.® Moreover, such small enterprises are by 
their very nature oriented toward the local market. They lack the organiza- 
tional and financial prerequisites necessary to engage in export, and will not be 
helped by the proposed creation of export associations.’® The establishment of 
large plants in the processing industries, completely oriented toward export, is 
mandatory. 

Economic writers who consider structural shortcomings the most important 
obstacle to export (as against those who emphasize the obstacles discussed in 
the forthcoming sections) claim that the only solution to the problem lies in 
large-scale government entry into industrial production. They call on the 
government to revise its investment program and drastically curtail building 
activity, investment in basic facilities, and development of basic resources. 
They propose that over the next eight years the government invest I£ 100 
million annually in manufacturing plants. These plants could start production 
three years later (on the average) and would yield an average ratio of value 
added to investment of 1:2. At the current exchange rate for export (including 
subsidies) this would be equivalent to an annual export of $120 million six 
years from the beginning of the program. 

Although the government may be willing to embark on such a program," it 
is questionable whether its entry into the sphere of industrial production on a 
large scale will produce the necessary results. Apart from possible unfavorable 
effects that such an enlargement of the public sector may have upon incentives 
of private investors, the government has yet to prove itself as an agency which, 
without the profit motive, can allocate resources to the best advantage of the 
economy. Moreover, the government is far from having exhausted the pos- 
sibilities of channeling private investors into desirable avenues of production 
through the use of monetary and fiscal policies and through its direct influence 
on private investments. 

*Emanuel Levi, Jsrael Economic Survey, 1953-54 (Jerusalem: The Economic Depart- 
ment of the Jewish Agency, 1955), p. 99. 

* Production costs are high in such organizations because of underuse of capacity, ex- 
cessive overhead costs, irrational division of labor, an unnecessarily large number of service 
workers and intermediaries, and the like. See M. Merhav, “The Structure of Industry and 
its Development,” The Economic Quarterly, October 1956, Vol. 4, pp. 122-134. 

* Suggestions have been made by numerous writers that exporters in various industries 
form associations in order to centralize their export operations. These associations would 
be designed to eliminate the small and inefficient exporter. (In 1957, for example, 80 per 
cent of all industrial export was done by 5 per cent of the exporters, while 20 per cent was 
marketed by many small operators. Haaretz, August 21, 1957.) But they would not solve 
the problem of inefficient production caused by small producing units. 

“In August 1957, the minister of commerce and industry submitted a plan to Parliament, 
which calls for some I £ 538 million investments in industry during 1957-1961. For a 
critical evaluation of the plan see Dr. Y. Shlus, “Industrialization for Mass Immigration,” 
Haaretz, August 14, 1957. See also E. Kunin, “The Importance of Size,’ The Economic 
Quarterly, July 1957, Vol. 4, pp. 440-445. 
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That the government is already following such a policy is evident from the 
change in the composition of investments between 1955 and 1956. It appears 
that investments in industry, electricity, and minerals, which are important 
for closing the balance of payments gap, rose from 24 per cent of total invest- 
ments in 1955 to 30 per cent in 1956. From this and other evidence, it has been 
concluded that “some progress was made in 1956 in the methods of evaluating 
the profitability—particularly with respect to the effect on the balance of pay- 
ments—of investment projects whose sponsors wished to obtain government 
assistance.”!? More substantial progress in this direction can be achieved with- 
out an increase in the share of the public sector in industry, and without com- 
pletely sacrificing basic developmental projects. 

In addition to the shortcomings discussed above, there exists a basic de- 
ficiency in the occupational structure of the labor force. Over 43 per cent of 
the working population engage in services, as compared to 38 per cent who 
work in agriculture and industry.’* In an underdeveloped economy, such a 
distribution is detrimental to the.attainment of a high measure of productivity, 
and therefore to the ability of the country to become self-supporting. For the 
most part this phenomenon is a result of the occupational structure of the new 
immigration, and cannot be rectified in the short-run. Only to the extent that 
this deficiency is attributable to the price distortions that exist in the economy 
can it be remedied by the policies suggested below. 


B. High Costs of Production 


High costs of production, and primarily high labor costs, are another ob- 
stacle in the way of expanding exports. Various studies have shown that, ac- 
counting for labor productivity, labor costs in Israel far exceed those in other 
countries.** Attempts to reduce real wages by raising domestic prices (e.g., 
through exchange depreciation) are doomed to failure because of the automatic 
link between money wages and the price index. Most labor contracts include 
escalator clauses providing for periodic adjustments of money wage rates to the 
cost of living index. In addition, the policies of the powerful Federation of 
Labor Unions make for rigidities and immobilities in the labor market which 
prevent the introduction of more efficient methods of production,!® and which 
are detrimental to an economy engaged in large-scale development and re- 
settlement. It is the claim of union leaders that high production costs are a 
result of improper organization of production and high prices of services 
(other than labor). This ignores the fact that labor is the major cost item, ac- 


* Bank of Israel Annual Report for 1956, op. cit. p. 93. 

* These estimates are based on the labor force surveys of the Central Bureau of Statistics, 
Jerusalem. Statistical tables are available from the author upon request. 

“See Shlomo Riemer, “Inflation in Israel,” Public Finance, 1957, Vol. 8, pp. 240-278. 

*In 1957, for example, there was a strike in the largest textile factory in the country 
(ATA), which lasted for several months. The major cause of the walkout was the manage- 
ment’s insistence on its right to lay off workers in order to increase efficiency. For a discus- 
sion of Israel’s labor movement, see Margaret Plunkett, “The Histadrut: The General 
Federation of Jewish Labor in Israel,” Industrial and Labor Relations Review, January 
1958, Vol. II, pp. 155-183. 
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counting for 65 per cent of total value added produced in Israeli industry. While 
all costs must be cut in order to make Israeli products more competitive abroad, 
the major cut would have to be in real wages. 

High labor costs, as well as the relative cheapness of both investment funds 
and foreign exchange (for the importation of investment goods), have had 
other undesirable repercussions in the economy. First, they have resulted in 
excessive capital intensity in certain industries. A large portion of the available 
investment funds was devoted to over-mechanization of a limited number of 
plants. There is no justification for this on the basis of existing factor propor- 
tions. Second, the price distortions have created a considerable amount of unem- 
ployment. A select group of workers with permanent jobs enjoy artificially main- 
tained high wages while large sections of the population cannot find employ- 
ment. The state, unwilling to tolerate unemployment, hires them to work on 
projects which are of questionable priority and sometimes totally unproductive. 
This policy results in a situation of disguised unemployment, and a considerable 
burden on the state’s budget. 

A vicious circle has thus resulted in the realm of industrial production: the 
distortions of relative prices led to the establishment of plants with unwarranted 
capital intensiveness. High costs of production prevent export, while scarcity 
of raw materials (and limited domestic demand) prevents production for the 
domestic market. This results in under-utilization of capacity which in turn 
contributes to high cost of production. 

In attempting to cope with this problem, the government has followed a 
mild and fragmentary approach, consisting primarily of subsidization of export. 
Two types of subsidy are in force: First, exporters are allowed to use their 
earned dollars for the purchase of raw materials. These materials can then be 
used in production for the local market where goods are sold at higher prices 
to compensate exporters for possible losses in their export business. The second 
method is a direct subsidy of I£ 0.7 for each dollar of value added earned. 
The exchange rate for exporters is thus changed from $1 = I£1.8 to $1 = I£ 2.5. 
The exporter can choose whichever method is preferable to him. Other meth- 
ods of support include cheap credit for export, and a system of trade agree- 
ments. The agreements permit exporters to sell their products at prices higher 
than those obtainable on world markets, but importers in turn must pay higher 
than world prices for imported goods. These higher prices are in fact a dis- 
guised export subsidy. 

Other measures frequently -mployed by the government are largely stop- 
gap in nature. An outstandir. example are the periodic attempts to prevent a 
rise in the cost of living 1.cex. Since money wages are adjusted to variations 
in the index every three months, the government attempts to halt the price 
increase when a period of adjustment approaches.'® This is done by such means 


In December 1957, for example, the government increased certain food subsidies with 
the aim of reducing the cost of living index by 2-3 points. This was done because the 
November index showed a 9-point increase over the first half of the year, and most labor 
contracts call for a wage increase if the index rises by at least 7.5 points during a six month 
period (Haaretz, January 22, 1958). 
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as accelerating (cheap) import of products which weigh heavily in the index, 
increasing subsidies to local producers, and imposing artificial price controls. 

These measures have not been sufficient. Over the past three years the cost 
of living and both money and real wages has continued to rise.’* The gradually 
increasing export subsidies merely offset cost increases, and high costs of pro- 
duction continue to plague exporters. The government ought to replace its 
stop-gap approach by an over-all consistent policy designed to cut production 
costs and raise productivity. In particular, the automatic link between money 
wages and the cost of living should be abolished or at least made more flexible. 
This would make it possible to cut real wages through an increase in prices. 
Price increases can be brought about by greater reliance on the market mecha- 
nism in the pricing of products and factors of production. This would involve a 
downward adjustment in the external value of the pound; an increase in the 
rate of interest; abolition of the price subsidies which impose a considerable 
burden on the state’s budget (over I£ 30 million in 1957); and abolition of 
the disguised export subsidies or at least their replacement by direct subsidies. 

Of particular significance is the adjustment of the exchange rate. Deprecia- 
tion can be brought about by the adoption of a dual exchange rate—one fixed, 
the second fluctuating. The fixed rate would be used for the importation of the 
most essential consumer and investment!® goods, financed by government in- 
come from unilateral transfers. All other international transactions would be 
carried out at the depreciated free market rate. This would bring about a rise 
in import prices which would in turn curtail imports, but must not be allowed 
to affect money wages. If wage rates were linked only to the prices of bare 
necessities, the depreciation would result in a decline in real wages. Both costs 
of production and domestic demand would thus be cut, facilitating an expan- 
sion of export. At the same time, the depreciation would bring about a decline 
in prices of Israeli produces abroad. This scheme would replace the existing 
cumbersome and arbitrary system of import duties and export subsidies. To- 
gether with the other proposed measures, it would introduce greater economic 
rationale into decisions of consumers, investors, and exporters. 


C. Inflationary Pressures 


While local demand for many products is far from sufficient to keep Israeli 
industries operating at full capacity, there are constant inflationary pressures 
operating in the economy which tend to increase demand and divert export 
goods to local consumption. In part, these pressures originate in factors ex- 
ogeneous to the economy, such as large-scale government expenditures for 


* Average consumer price index for January-June (September 1951 = 100) rose from 
229.5 in 1955 to 244.1 in 1956 and to 261.2 in 1957. Average money wages (1955 = 100) rose 
from 108.4 in January-June 1956 to 118.7 in July-December 1956 and to 123.7 in April-May 
1957. Real take-home pay rose by 3 per cent between January and May 1957. Bank of 
Israel Bulletin (Jerusalem: December 1957). 

* The list of essential consumer goods should contain only bare necessities, and should 
not be subject to change by administrative decision. Likewise, clear-cut criteria should be 
established for the selection of “essential” investments. 
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defense, immigration, and economic development. These spendings result in a 
large publie sector exceeding one quarter of the gross national product, and in 
a substantial budgetary deficit. In part, however, the inflation is caused by 
factors indigenous to the economy, such as the labor unions pressure to raise 
wages or the lack of savings.?® 

We have already examined the effects of wage increases on the economy. 
Among the factors responsible for the shortage of private saving are expecta- 
tions of further inflation, lack of confidence in the currency, an artificially 
maintained low interest rate, and the absence of a well-developed security 
market in the country. Another important factor is the effect of a relatively 
equal income distribution. The recently completed Israeli Survey of Consumer 
Finances reveals a sharp rise in the savings rate with an increase in income. 
Close to 80 per cent of all personal saving in the economy was done by the 
top income decile, while the lowest five income deciles actually dissaved 
during 1954.°° 

While too unequal distribution of income may be detrimental to economic 
growth (as is the case in many underdeveloped countries), there is little doubt 
that income distribution in Israel is considerably more equal than would be 
optimal for economic progress. This equality has unfavorable effects on the 
incentives to work and save.*! Demands are therefore voiced to replace the 
existing system of remuneration with one containing higher incentives. But 
such changes are not acceptable to the parties in power. Instead, the govern- 
ment has attempted to remove other obstacles to saving by issuing bonds with 
value linked to the value of the dollar. In addition, certain established com- 
panies were successful in raising capital funds through the stock market. These 
actions fall considerably short of what is needed. 

The inflation is manifested in a substantial rise in the means of payments in 
the economy. Total money supply rose by some 80 per cent between 1953 and 
1956, and the central bank is subjected to constant pressure from the industrial 
community to further increase the total volume of credit in the country in order 
to provide industry with operating capital and to increase domestic demand, 
thus bringing about better utilization of existing capacity. Clearly this is not 
the answer to the problems plaguing Israel. Provision of operating capital 


“In 1956, public consumption amounted to I £ 689 millions out of gross national product 
of I £ 2817 millions. Net private dissaving in that year approximated I £ 1 million (out of 
disposable income of I £ 1849), while the government dissaved I £170 million. The large 
public dissaving is attributable in part to the unusually large defense spending connected 
with the Sinai campaign. In 1955, public dissaving amounted to I £78 million. 

” The Survey was conducted in 1954 by the Israeli Institute for Applied Social Research. 
See M. Sandberg: “Gross Personal Saving in 1954,” Bank of Israel Survey (Jerusalem: 
August 1957), pp. 53-81, and “Income Distribution and Its Effects on Savings and Con- 
sumption,” The Economic Quarterly, March 1957, Vol. 4, pp. 225-239. Statistical tables 
are available from the author upon request. 

* See M. Sandberg, “Income Distribution and Economic Development,’ The Economic 
Quarterly, November 1957, Vol. 5, pp. 27-46. To a large extent, salaries in public institutions 
in Israel are determined by the number of dependents of the employee, rather than by his 
job responsibilities. 
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through credit extension would provide only temporary relief, while increased 
domestic demand would drain the foreign exchange reserves through its impact 
both on the import of raw materials and on the inducement to export. Moreover, 
some of the increased demand would probably be directed to industries which 
do not have sufficient capacity, and may result in bottlenecks. In an under- 
developed economy it is not always possible to bring about economic ex- 
pansion through expansion of monetary demand. The government is also subject 
to increasing pressure from industry to follow a line of commercial policy which 
would enable industry to operate in spite of high production costs. This too 
would contribute to the inflation. 

There exists ample evidence that the government and the central bank 
realize the possible effect of such policies. In 1952, the government attempted 
to control the inflation by introducing a new set of monetary and fiscal meas- 
ures.2* The measures proved successful for a year or two (even though they 
were not completely adequate) until, under the pressure of events and interest 
groups, the government started deviating from its declared policy. Currently 
the government lacks a consistent over all policy to control the inflation. 

It is only a comprehensive program that can restrain the inflation to the 
extent of providing a proper environment for increased export. Such a program 
should include fiscal and monetary restraints, even at the expense of eliminating 
certain social services. The price mechanism should be allowed to play a more 
important role in pricing of products and of productive services. And finally, 
the program should include inducements to saving, so as to free additional 
resources for investments and exports. 


D. Development of Export Markets 


Creation of a domestic environment conducive to export is a necessary but 
not a sufficient condition to expanding exports. The government faces the task 
of helping exporters to develop new foreign markets and expand old ones, 
particularly for industrial commodities.** This would involve acquainting ex- 
porters with foreign consumption patterns, facilitating prompt delivery of 
orders, and familiarizing foreign consumers with Israeli products. A start in this 
direction has already been made by advertising campaigns in foreign countries, 
and participation in foreign exhibitions. The trade agreements program is also 
helpful in acquainting foreign consumers with Israeli products. But the eventual 
aim of the policy should be the attainment of conditions in which Israeli prod- 
ucts would be competitive abroad without the subsidy hidden in the trade 
agreements. Some progress was made in that direction between 1955 and 1956 
with an increase from 57 to 63 per cent in the proportion of total exports 


* See my article, “Controlled Inflation in Israel, 1949-1954,” Journal of Political Economy, 
April 1956, Vol. LXIV, pp. 111-127. Also, David Horwitz, Economic Thought and Economic 
Policy in Israel (Tel-Aviv: Am Oved, 1958) pp. 43-73 and 149-176. 

At the present time, about 24 per cent of Israel’s exports is destined to the United 
Kingdom; 43 per cent to other Western European countries; 14 per cent to the United 
States and 19 per cent to other countries. Industrial products form one quarter of Israel's 
exports. The remainder consists of agricultural products (mainly citrus) and diamonds. 
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destined to countries with transferable currencies.** As Israel’s trading partners 
become more solvent and less willing to enter into trade agreements, the 
challenge of developing “free” export markets will become increasingly diffi- 
cult. 

Israel also has an interest in joining the trade organizations now being 
formed in Western Europe, such as the free trade area. Exclusion of Israel 
(whose products are already banned from most middle eastern markets) from 
these schemes would substantially worsen her competitive position in some of 
her main export markets. But before the country can be considered for mem- 
bership in any one of these organizations, it has a long way to go in liberalizing 
its foreign economic transactions. 


IV. CONCLUSION 


Economic progress in underdeveloped areas can take place either through the 
use of domestic savings or by utilization of foreign savings. During the first 
decade of its existence, Israel was fortunate to have had access to a considerable 
amount of foreign resources. It appears, however, that the availability of these 
resources is likely to drop during the next few years. In view of this impending 
decline, the adoption of concerted economic measures designed to bridge the 
gap in the balance of payments becomes very urgent. 

Much can be done with existing capacity. Reduction of production costs, 
restriction of domestic demand, and creation of an environment more conducive 
to export, can accomplish a great deal in increasing production and diverting 
it to export. These adjustments can be brought about by fiscal and monetary 
restraints, relaxation and simplification of existing controls, and greater re- 
liance on the price mechanism in the allocation of resources and distribution 
of the total product. Additions to capacity should be dictated to a greater 
extent by the principle of comparative advantage. 

In the final analysis Israel will have to adjust itself better to relative factor 
proportions in the economy. Israel’s comparative advantage is in trained and 
intelligent workers as well as in ability to adapt the technical achievements of 
western nations. To compensate for relative scarcity of capital and raw ma- 
terials, both real wages and profit margins would have to be lower in Israel 
than in some western nations. Foreign trade would occupy a large share of the 
national economy.” The export trade would be dominated by large processing 
industries which utilize both local and imported raw materials. 

In the long-run, the proposed program would result in a reasonably high and 
maintainable standard of living. But in the short-run there is no escape from 
reduction in living standards, which would free resources for investments and 
for exports. Reducing the standard of living in Israel is a difficult task par- 


*Dollar and sterling countries, Belgium, Sweden, Western Germany, and Switzerland. 
Most of the remaining exports were sent to countries with which Israel has trade agreements. 
= See S. Kuznets, “Economic Development of Small Countries,” The Economic Quarterly, 
November 1957, Vol. 5, pp. 3-12. Also E. M. Bernstein, “Economic Policy for a Working 
Economy—The Case of Israel,” Bank of Israel Survey (Jerusalem: August 1957), pp. 9-54. 
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ticularly because of the strong demonstration effect which exists among the 
population. Previous attempts to bring about forced savings through a system 
of suppressed inflation, involving price control and rationing as well as com- 
pulsory loans, have not been successful. A more direct and incisive approach 
is called for, which would require a great deal of political courage. 





THE NATURE OF PUBLIC DEBT 
A Review Article* 


B. U. RATCHFORD 
Duke University 


Professor James M. Buchanan has written a compact, thoughtful, and pro- 
vocative essay which is a healthy antidote for much of the nonsense which has 
been written about public debt theory in recent years. It was inspired when the 
author attempted to apply the “new orthodoxy” of Hansen, Harris, Lerner and 
others to a problem of highway finance. The result of his re-appraisal led him 
to switch over from the “new orthodoxy” which he formerly espoused to the 
common or “vulgar” position of the man in the street, which is that public debt 
is essentially the same as private debt. 

The author says that there is little that is completely new or different in his 
theory ; that almost all of its elements are to be found in the classical theory of 
public debt which he is trying to re-establish. But that position was not set 
forth by Adam Smith, Ricardo, or Mill; it was not formulated until the latter 
part of the nineteenth century and “never achieved a mastery of the field” (p. 
113). The three men who developed that theory were H. C. Adams, Bastable, 
and Leroy-Beaulieu, and the latter’s exposition contains all the ‘essential ele- 
ments of the classical theory.” It may be significant that these three men were 
all interested primarily in the monetary or financial aspects of public finance. 
One of Buchanan’s difficulties is that he does not always distinguish clearly be- 
tween the monetary analysis and the real or economic analysis. Perhaps repre- 
sentative of that point is his attitude toward the nature of debt itself. On page 
98 he states: “Debt issue does tend to increase total wealth, public and 
private. The nominal amount of money is not reduced, and private people con- 
sider the claims to future income represented in government securities to be 
real wealth.” But on page 50 he states that “the creation of debt and the cor- 
responding financing of the public project does nothing toward increasing or 
adding to the wealth of society,” and he repeats essentially the same idea on 
page 53. 

The primary purpose of this essay is to overthrow the basic tenets of the new 
orthodoxy by establishing three opposite tenets, which are that, “in the most 
general case: 

1. The primary real burden of a public debt is shifted to future generations. 

2. The analogy between public debt and private debt is fundamentally cor- 
rect. 

3. The external debt and the internal debt are fundamentally equivalent” (p. 
31). 

The discussion of shifting to future generations is carried out under four as- 


* James M. Buchanan, Public Principles of Public Debt: A Defense and Restatement. 
(Homewood, IIl.: Richard D. Irwin, 1958. Pp. v, 223. $5.00.) 
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sumptions: full employment, the borrowing is for real purposes, the amount is 
so limited that it does not significantly affect interest rates or the price level; 
and the bonds are bought voluntarily from real savings. In these circumstances 
“The mere shifting of resources from private to public employment does not 
carry with it any implication of sacrifice or payment” (p. 34). The bond pur- 
chaser is merely making an investment and, all things considered, one which is 
more desirable than any other available; he is “moving to a preferred position 
on his utility surface” (p. 35). In this way, then, it would seem that it is possible 
to acquire a public project, if it is financed entirely by borrowing of this kind, 
without any sacrifice on the part of anybody and, presumably, without cost or 
burden to anybody. The difficulty seems to lie in the assumption that the bor- 
rowing does not significantly affect interest rates or prices; because it is not 
significant or measurable the author assumes that it does not exist. Later (p. 
99) when this assumption is removed, he says that if inflation does occur the 
burden is “to be attributed to the inflation which is allowed to occur, not to the 
debt itself.” In the analysis of debt creation, it is stated (p. 35) that, “The 
economy, considered as the sum of the individual economic units within it, un- 
dergoes no sacrifice or burden when debt is created... . In the macro-economic 
model we are not concerned with the individual utilities, but with macro-eco- 
nomic variables.” (Italics in original.) 

When the author comes to consider the servicing and repayment of the debt 
he holds that, “the taxpayer is the one who pays, who sacrifices real resources” 
(p. 42; italies in original) when he surrenders purchasing power in order to 
make transfers to the bondholders. To the argument that the taxpayer’s sacri- 
fices are offset by the increased income of the bondholders, he says that this is 
an error caused by the careless use of national income accounting, which 
“ereates confusion when future time periods are taken into account” (p. 41). 
He goes on: 


Individuals and families are the entities whose balance sheets must be examined if 
the effects on social decisions are to be determined. The presumed canceling out on the 
national balance sheet is important if, and only if, this is accompanied by a canceling 
out among the individual and. family balance sheets. (Italics in original.) 


It is not clear why, in the repayment of the debt, the individual and the family 
are the crucial units while in debt creation individual utilities are disregarded 
and only macro-economic variables are considered. It seems that the analysis 
used in considering private debt might be applicable here. In respect to that the 
author says (p. 61): 


The borrower sacrifices some command over resources when he makes the interest 
payments on his debt. But this is not different in any way from the usual sacrifice in- 
volved in any ordinary expenditure. The family sacrifices hamburger which it could 
have consumed when it chooses to buy ice cream instead....The family who borrows 
to buy hamburger today sacrifices hamburgers in the future in order to enjoy them now. 


So it would seem that, on the basis of the same type of analysis, there is no 


‘ 
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more burden when the debt is paid off than when it is incurred; rather, both 
are ordinary commercial transactions. 

In any event, it is difficult to see how, under full employment, there is any 
net real burden on a future generation when taxpayers surrender funds to make 
transfer payments to bondholders (neglecting the friction involved in making 
the transfers, which the author is willing to do). The economy is producing at 
capacity, and the total production gets distributed among the members of that 
generation in some fashion; what the taxpayers lose the bondholders gain. The 
difference in views here is probably based on psychological factors. As the au- 
thor points out in several places, bondholders usually capitalize the future 
interest payments and thus discount them; they would receive such payments 
even if there were no public debt since they could have made private invest- 
ments. Thus their receipt of interest is not dependent on the existence of the 
public debt. But taxpayers usually do not capitalize their future liabilities 
and discount future income accordingly and thus the payment of taxes is a 
greater psychological burden. But if there had been no public debt and no pub- 
lic project, the private investment funds would have gone into private projects 
and taxpayers would, as consumers, have paid interest on the investment em- 
bodied in the price of the goods produced in lieu of the public project. Taxes 
are more readily identified and thus psychologically more burdensome. Thus 
the major question is whether these differences in psychological behavior and 
financial practices constitute a real economic burden. In my opinion they do not. 

In discussing war borrowing the author recognizes that the analysis used 
for the “most general” case does not apply to the “conditions under which the 
greater part of currently outstanding public debt has been created” (p. 32). 
That analysis does not apply when the transfer of real resources to the govern- 
ment is involuntary. That includes bond purchases made when goods are not 
available for purchase. The author does not indicate whether it also includes 
bond purchases made for patriotic reasons. “The burden of a war must fall 
largely upon the generation living during the war period. ... But the conclusion 
is true only to the extent that taxation or inflation occurs” (p. 30). Suppose that 
individuals imposed upon themselves the responsibility of saving and buying 
bonds to the extent necessary to finance the war so that there was no increase 
in taxes and no inflation. Would that enable the generation living during a war 
to escape its burden entirely? This indicates the extent to which the discussion 
of “burden” is a matter of semantics in this connection. 

Further, a substantial part of the debt issued during a war is bought under 
some degree of coercion and is thus a burden to the buyers. But according to 
Buchanan’s theory the taxpayers bear the burden when the debt is serviced or 
repaid. Is the burden then borne twice? 

Buchanan’s second major contention is that the analogy between public debt 
and private debt is fundamentally correct. In this he attacks the extreme posi- 
tion which some have assumed that there are no similarities at all between the 
two. He shows that in both there is a transfer of purchasing power from creditor 
to debtor in exchange for a promise to pay in the future. He emphasizes especially 
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the fact that there are alternative employments for capital investment and that 
the net worth of bond holders would increase even if there were no public debt 
(p. 54). The principal difference, already noted, is that creditors capitalize 
their future income while taxpayers usually do not capitalize their liabilities. 
As a corrallary to this, Buchanan notes (p. 157) that public choices are almost 
sure to be biased in the direction of borrowing to finance projects from which 
current taxpayers will benefit., 

Generally Buchanan establishes his point here, although his position is not 
beyond rebuttal nor, in the nature of the case, is it simple or clear-cut. He does 
not mention a number of points which have a bearing on the analogy. First, 
there are great differences within the category of public debt. In this country, 
debts of local government are quite different from the debts of states which, in 
turn, are quite different from the debt of the federal government. Second, there 
are several characteristics of the debt of a sovereign nation which distinguish 
it from private debts; whether or not they change its fundamental nature may 
be a matter of opinion. The internally held debt of a sovereign nation has these 
characteristics which are not present in private debts: 

1. The debtor can designate the means of paying that debt (legal tender). 

2. It can create those means without limit. 

3. The creditor has no means of enforcing payment except at the pleasure of 
the debtor. 

4. The creditors are under the jurisdiction of the debtor; they can be, and 
usually are, made to help pay the debt. 

5. The debt instruments have a much greater degree of ‘“moneyness” than 
the instruments of private debt. 

Do all of these add up to a difference in the fundamental nature of the debt? 
I would be inclined to say they do. At the very least, they are important and 
significant distinctions. 

Buchanan’s third major point is that external debt and internal debt are fun- 
damentally equivalent. He assumes “equal ease of transfer” for the payments 
necessary to service the external debt but recognizes that this may be assuming 
away a major part of the problem. His discussion of the situation when this 
assumption is removed is not convincing or realistic. 

His argument is that when a country borrows abroad it gains additional re- 
sources and thus its total income in the future will be greater than if it had 
borrowed internally. Out of this increased income it can service the external 
debt and be in as good, if not a better, position than if it had borrowed internally. 
Most of my exceptions to this proposition deal with the transfer problem and 
are as follows: 

1. The fact that a country has a greater total income (before debt service 
payments) does not necessarily mean that it will have greater foreign exchange 
earnings from which the debt service payments must be made. 

2. Almost by definition, transfer conditions will be favorable at the time the 
debt is incurred; it is possible, and even probable, than when the time comes 
to service the debt, transfer conditions will be much less favorable. The debtor 
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country is likely to have difficulty in obtaining the means of payment and the 
creditor country is likely to be unwilling to receive payment. 

3. If, as is probable, the debtor country will want to refund at maturity it 
will be unable to influence the conditions under which an external debt must be 
refunded, while with a domestic debt it can, through monetary policy and—as 
a last resort, pressure on the banking system—‘prepare the market” and assure 
a refunding under satisfactory conditions. 

4. A sovereign nation may be forced by conditions beyond its control to de- 
fault on an external debt, with serious economic and political consequences, 
while there is no need for such a nation ever to default on its domestic debt. 

Again, it is a question whether these characteristics add up to a fundamental 
difference between the two forms of debt and again I would hold that they do. 
It is of limited value to have a theory which is valid under ideal conditions and 
unrealistic assumptions unless we also know what qualifications must be ap- 
plied under actual conditions and realistic assumptions. The author was willing 
to accept the “new orthodoxy” in public debt theory until he tried to apply it to 
a real situation. Then he quickly found that it was not valid and proceeded to 
formulate a theory which was diametrically opposite to it on all essential points. 
Perhaps it does not make much difference which theory we take as a starting 
point. By the time we have modified unrealistic assumptions and made the nec- 
essary qualifications and exceptions, we end up at about the same place regard- 
less of the starting point. In either case it is the process of modification, adapta- 
tion, and qualification which produces a theory which is valid and workable. 

Buchanan considers many topics other than those discussed above. He dis- 
cusses debt in relation to depression, inflation, and economic stabilization. He 
considers the problems of when governments should borrow and when and to 
what extent they should retire debt. In most of these cases I would agree with 
his analysis and conclusions, although there are some important exceptions. 
Perhaps this illustrates the fact that economists may agree on many policy 
matters even though they may disagree on several specific points of theory on 
which the policies are based. 

Despite the above criticisms this book is, in my opinion, a valuable contri- 
bution to the literature of public debt theory. It is well written and deals with 
important issues. The methodology used is sound and represents a net contri- 
bution. There are two changes I would have made in this connection. The first 
would have been a clearer and sharper distinction between the monetary and 
the real analysis. The second would have been to adopt a more flexible and less 
dogmatic approach. The subject is so complex and the uses of public debi are 
so numerous and varied that the truth or the “correct” analysis cannot be at- 
tained by attacking or defending simple, sweeping, and dogmatic generaliza- 
tions. 





COMMUNICATION 
A NOTE ON EXPORT TAXATION* 


Considerable use has been made of the export tax since World War II. In par- 
ticular, the raw materials boom following Korean hostilities encouraged a 
number of countries to impose or expand systems of export taxation.’ Along 
with other factors, this expanded use has led to evaluation of the merits of the 
export tax as a cyclical stabilizer for the underdeveloped economy.* The present 
note does not attempt further evaluation of the export tax from this standpoint. 
Instead, it is desirable to review briefly some elementary theoretical aspects 
of export taxation since these have received inadequate attention in the recent 
literature. The discussion is divided into two parts. A first part reviews the 
Marshallian proposition that export taxation is symmetrical with import 
taxation. A second part analyses export taxation where the level of home 
activity is variable. No account is taken of institutional factors that bear upon 
the choice of one form of taxation over another; nor is any effort made to 
compare the incidence of export taxation with that of other taxes. 


THE SYMMETRY PROPOSITION 


First, let us review the effects of export taxation under the assumptions of 
the pure theory of foreign trade. An important effect of the assumptions is to 
confine analysis to trade between countries with fully-employed productive 


factors. Interferences with trade may affect real income and output; the inter- 
ferences operate by altering the composition of output and the productivity of 
fully-employed productive factors at home and abroad. This is stressed be- 
cause the effects of import and export duties are quite different where the level 
of economic activity is subject to variation. 

With this fact in mind, we turn to the symmetry of import and export taxa- 
tion. A general tax upon exports will have the same real (as opposed to mone- 
tary) effects as a general tax of the same size upon imports. Pigou has stated: 
“'..we can lay it down generally that a tax of so much per cent upon the 
whole of a country’s imports will have exactly the same effects as an equal 
percentage tax on the whole of her exports.’ 

The symmetry between import and export taxes obtains in the pure theory 


*An earlier version of this note benefited from the criticism of Professor Dwight 8S. 
Brothers of The Rice Institute. 

*See Economic Commission for Asia and the Far East, Economic Survey of Asia and 
the Far East, 1951 (New York: United Nations, 1952). 

* For a discussion of some length, see E. P. Reubens, “Commodity Trade, Export Taxes, 
and Economic Development,” Political Science Quarterly, March 1956, LX XI, pp. 42-70. 
Also of interest are R. Nurkse, Problems of Capital Formation in Underdeveloped Areas 
(Oxford: Blackwell, 1953), pp. 97-100; P. T. Bauer, West African Trade (Cambridge: 
Cambridge University Press, 1954), pp. 283-99; and W. A. Lewis, Theory of Economic 
Growth (London: Allen and Unwin, 1955), p. 291, pp. 398-9, 403-4. 

*A.C. Pigou, Public Finance (London: Macmillan, 1929), p. 202. 
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of foreign trade because imports and exports are essentially regarded as two 
mutually dependent sides of a barter transaction. In addition to this basic 
assumption, two further restrictions are necessary to insure’ that the real 
effects of import and export duties can properly be regarded as symmetrical. 

First, the expenditure of tax proceeds must be the same whether an import 
or an export tax is levied. This point, stressed by Marshall, Pigou, and Lerner, 
was once overlooked by Edgeworth in criticizing Bastable’s orthodox view that 
import and export taxes were symmetrical in effect.* If the expenditure of duty 
proceeds should differ with the tax which is used, effects properly attributable 
to the different expenditure pattern may be incorrectly attributed to the form 
of tax. Second, the tax in question must be a general tax upon imports and 
exports.® While it would be possible to contrast particular export and import 
duties of equal yield, differing effects upon the ending composition of exports 
and imports is the barrier to classifying their effects as symmetrical. 

Indeed, a special case has been discussed by E. R. Rolph in which a differ- 
ential duty upon a particular import is said to have effects that no duty upon a 
particular export could duplicate. The special case was developed from an 
example presented by A. E. Kahn in which Britain exports to the U. 8. two 
commodities, whiskey and woolens. Whiskey, alone, is subject to a twenty per 
cent U. S. import duty, and the U. S. demand is, for the relevant price range, 
perfectly inelastic.? Rolph argues that in this situation the initial impact of the 
U. 8. duty on whiskey (for which the U. 8. demand is perfectly inelastic) falls, 
not upon British exporters, but upon U. 8. producers of those commodities 
whose demand decreases as outlays upon whiskey rise proportionately to the 


*On this point see Pigou, Public Finance, p. 203; A. P. Lerner, “The Symmetry between 
Import and Export Taxes,” Economica, August 1936, III (N.S.), pp. 306-13; T. O. Yntema, 
A Mathematical Reformulation of the General Theory of International Trade (Chicago: 
University of Chicago Press, 1932), pp. 50-2, 105-6. Edgeworth’s initial denial of symmetry 
is to be found in his “Pure Theory of International Values,” Economic Journal, 1894, IV, 
p. 435. Although Edgeworth later conceded that the orthodox presumption of symmetry 
was correct (Economic Journal, 1897, VII, p. 307), his Collected Papers (London: Mac- 
millan, 1925) refer to a lack of symmetry in the case of some import taxes collected in kind. 
It appears that Edgeworth contrasted the effects of an export duty collected in export 
goods with the effects of an import duty collected in import goods where the duty proceeds 
were not consumed in the private sector. Such a situation amounts, in effect, to expenditure 
of the proceeds in dissimilar fashions. 

*As Marshall put it, “...the two taxes would have the same effect; provided that they 
were evenly distributed, equal in aggregate amount, and their proceeds were expended in 
the same way.” Alfred Marshall, Money Credit and Commerce (London: Macmillan, 1923), 
pp. 180-1. 

*Earl R. Rolph, The Theory of Fiscal Economics (Berkeley: University of California 
Press, 1954), pp. 194-9. 

*A.E. Kahn, “The Burden of Import Duties: A Comment,” American Economic Review, 
December 1948, XX XVIII, p. 860. The purpose of Kahn’s example was to show that, under 
the assumed conditions, American whiskey consumers would bear the entire amount of 
the tax. In an earlier article, Rolph had contended that domestic consumers of articles 
subject to the tariff do not bear the tax. See “The Burden of Import Duties,” American 
Economic Review, December 1946, XXXVI, pp. 788-812. Rolph reiterates this contention 
in Theory of Fiscal Economics. 
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tax. Instead of a tariff reducing the foreign exchange available to finance ex- 
ports, in the Kahn-Rolph case of a differential duty on a product in perfectly 
inelastic demand, a tariff could initially leave export earnings unaffected. 
Rolph insists that in this case an import tax does not serve as an indirect device 
to tax exports which is true enough granted the peculiar assumptions of the 
example.® 

A more important point of distinction between particular import and export 
duties lies in the different nature of their protective effect. A duty upon a 
particular import will encourage an expansion in the domestic output of items 
substitutable for the taxed import. This output expansion may be termed the 
duty’s protective effect. A range of exported commodities experience an eventual 
contraction in output because of the import duty’s effect upon the amount of 
home currency available to foreign purchasers. We may anticipate that, in the 
final equilibrium, a benefit has been conferred upon a narrow segment of home 
industry while a generalized burden has been placed upon a range of export 
industries. 

On the other hand, a duty upon a particular export will encourage an ex- 
pansion in the foreign output of the taxed export. A range of domestic industries 
producing items competitive with the imports may now expand output because 
of the export duty’s effect upon the amount of foreign currency available to 
domestic importers. However, in the case of an export duty, the initial pro- 
tective effect is experienced abroad rather than at home, and such expansion 
of domestic output as does occur will be general rather than specific. This 
suggests that where a directed expansion of home industry is desired, a selective 
import tax may prove to be a more effective (if not defensible) means than 
would an export tax.® 

All of this is not to dispute the symmetry of general import and export taxes 
under the assumptions of the pure theory of foreign trade. Nor would we deny 
that useful insights are gained from recognition of the symmetry between 
import and export taxation. The possibility of a single country’s influencing its 
benefit from trade applies equally to export and import duties.’° Furthermore, 
effects of the tariff upon the distribution of domestic income could be dupli- 
sated, in theory, by a general export duty of equal size." 

*In fact Rolph urges (p. 198) that in this special case an import tax subsidizes the export 
industries with the “subsidy” consisting of factor movements into the export industries 
from those industries whose product is foregone by whiskey drinkers. By similar reasoning 
an export tax would “subsidize” foreign activity. 

*On the other hand, domestic raw-material processing industries might be developed 
more readily with export taxes. 

” For a demonstration that expressions for optimal import and export duties are the 
same, see I. M. D. Little, Welfare Economics (Oxford: Clarendon Press, 1950), pp. 239-40; 
and Marcus Fleming, “The Optimal Tariff from an International Standpoint,” Review of 
Economics and Statistics, February 1956, XX XVIII, p. 6. 

“ This follows from Meade’s demonstration that export and import duties work the same 
change upon domestic production and consumption patterns. See A Geometry of Inter- 
national Trade (London: Allen and Unwin, 1952), pp. 45-6. The conclusion is limited to 
the case of general duties upon exports and imports in the two-factor, two-commodity 
model made familiar by Stolper and Samuelson and by Metzler. 
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However, the assumption of general taxes is crucial to the symmetry argu- 
ment. Every set of particular duties upon imports (or exports) may have dif- 
ferent effects upon the composition of trade. We believe this fact robs the 
symmetry proposition of practical significance. 


EXPORT TAXATION AND DOMESTIC ACTIVITY 


The above discussion of the symmetry of general taxes upon imports and 
exports refers to the real effects of the duties. It has often been observed that 
while the real effects of equivalent general taxes upon imports and exports will 
be symmetrical, the monetary effects will be different. For example, Meade 
writes: 


Thus, provided always of course that the same use is made of the revenue from the 
two duties, a 10 per cent general import duty will have exactly the same real effect as a 
10 per cent general export duty; the only difference will be that with the export duty 
the exchange value of the country’s currency must be depreciated by 10 per cent as 
compared with its position with the import duty.” 


Meade assumes, in this connection, that income is stabilized at full em- 
ployment levels and that a flexible exchange rate clears the foreign exchange 
market. Meade presses the symmetry argument a stage farther than did 
Marshall, Pigou, and Lerner, when he contends that one would expect general 
taxes upon either imports or exports to be deflationary.’* Superficially, at 
least, this view conflicts with the orthodox presumption that import taxes are 
inflationary, export taxes deflationary.’* However, it is Meade’s assumptions 
of constant home expenditure and balanced trade that account for the differ- 
ence between his results and the orthodox view. 

Let us assume that domestic fiscal and monetary policies do not maintain 
continual internal equilibrium, but, rather, that home expenditure and activity 
are variable. Further, let us assume that over considerable periods of time 
export and import values can differ. Then we may inquire into the effects of 
general import and export duties where the duties (and the expenditure of duty 
proceeds) themselves are designed to affect the level of home activity. This 
surely is the short-run context in which export taxation currently operates. 

A number of additional simplifying assumptions are advisable. Fixed ex- 
change rates are assumed between the duty-levying country and the rest of 
the world. The duty-levying country consumes and produces at increasing cost 
two commodities for which domestic demand curves are negatively sloped. One 
of the commodities is exported, the other is imported, and some imports and 
exports continue after trade taxation. Temporarily, we assume infinite foreign 
price elasticity of demand for the export good and of supply for the import 
good. Consequently, import and export taxes will not affect the terms of trade; 


2 J. E. Meade, Trade and Welfare (London: Oxford University Press, 1955), p. 166. 

* Ibid., pp. 159-63. 

“See, for example, G. Haberler, “A Survey of International Trade Theory,” Special 
Papers in International Economics, No. 1 (Princeton University, 1955), p. 52; and J. 
Robinson, Collected Economic Papers (New York: A. M. Kelley, 1951), pp. 195-6. 
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the duties will cause domestic prices to differ from world prices. Domestic prices 
are assumed to be positively correlated with home expenditure so that from any 
initial equilibrium, more expenditure raises prices, less expenditure lowers 
prices. All repercussions from abroad are ignored. 

The effects of export and import duties upon home expenditure and activity 
are special cases of the influence of relative price changes upon expenditure 
and activity. The influence of relative price changes upon expenditure has re- 
ceived extensive discussion without very conclusive results.’° For the limited 
purpose of contrasting the effects upon home activity of export and import 
duties of equal size, we assume total money expenditure to be unaffected by 
(small) changes in relative prices. Export and import duties divert money 
expenditure as between commodities but are assumed to have zero effect upon 
saving. If, for example, expenditure upon a taxed commodity increases, ex- 
penditure upon another commodity decreases by the same amount. 

Let us first take the case of an import duty. Since a single demand function is 
postulated for the import commodity, it is certain that money outlays upon 
domestic production will increase after an import duty is imposed. Total 
money outlays upon the import commodity (including duty proceeds) may rise 
or fall depending upon the price elasticity of demand for the import commodity. 
In any event, the diversion of expenditure from foreign to home output offers 
an initial stimulus to home production and prices.’® This initia] stimulus will 
be magnified through the operation of a money income multiplier. 

A similar line of analysis may be applied to export duties. After the imposi- 
tion of an export tax, there is a decrease in money expenditure upon the export 
commodity. The decrease is due to the certain reduction in foreign outlays 
(inclusive of duty proceeds) upon home production. As a consequence of the 
diversion of exportable supplies, price in the home market falls, home outlays 
upon the export good rise or fall depending upon the price elasticity of home 
demand. Because of smaller money expenditure upon home output, a down- 
ward multiplier effect upon home income occurs compounded of reduced pro- 
duction and prices. 

Under the assumed conditions and ignoring the disposition of duty proceeds, 
import and export duties have different directions of effect upon home activity 
with an import duty stimulating, and export duty repressing, home activity. 
The disposition of duty proceeds matters very much as far as the total effect 
upon activity is concerned. One would expect import duty proceeds to be spent 
upon domestic goods and export duty proceeds not to be spent upon domestic 
goods where the purpose of the levies was a maximum influence upon the level 


“ Two early treatments that deserve special attention are: G. Ackley and D. B. Suits, 
“Relative Price Changes and Aggregate Consumer Demand,” American Economic Review, 
December 1950, XL, pp. 785-804; S. Laursen and L. A. Metzler, “Flexible Exchange Rates 
and the Theory of Employment,” Review of Economics and Statistics, November 1950, 
XXXII, 281-99. 

“ For analysis of the employment effects of the tariff under somewhat different assump- 
tions, see M. C. Kemp, “Tariffs, Income and Distribution,” Quarterly Journal of Economics, 
February 1956, LX-X, pp. 139-55. 
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of home activity. Export duties imposed as foreign demand increases, lessen 
the inflationary impact upon home output as the duties divert export income 
to the government. It is necessary, then, to utilize duty proceeds so as not to 
increase the demand for home output if the maximum deflationary effect is to 
be achieved. However, there are purposes other than that of influencing the 
level of home activity and export and import duties may, for example, replace 
other forms of taxation at a fixed level and allocation of government expendi- 
ture. 

Special conditions of foreign demand and supply have been assumed. Where 
foreign demand for exports and supply of imports are less than perfectly elastic, 
duties will exert some influence upon the external terms of trade. Thus an 
import duty may depress the world price of the import good, an export duty 
may increase the world price of the export good. Where this occurs, at least 
two possibilities deserve mention. 

First, the improved terms of trade increase real income and in the absence of 
money illusion affect expenditure from a given money income. It can be argued 
that expenditure from a given money income decreases because the short 
run average propensity to save varies directly with income. This possibility 
was ignored above where it was assumed that total money expenditure was 
unaffected by (small) changes in relative prices. We would not argue that the 
effect of the terms of trade upon expenditure is unimportant. The effect is un- 
certain and, in addition, could hardly depend upon whether an import or 
export duty achieved a given change in the terms of trade and real income. The 
terms-of-trade effect upon expenditure is not crucial to the present argument. 

Second, the possibility should be noted that an export duty could lead to 
increased rather than decreased money outlays upon home production.'? Where 
restriction of home output leads to an increase of a given percentage in world 
price, a lesser percentage decrease in quantity sold by the taxing country in 
world markets will mean larger foreign money outlays (including tax revenues). 
Total money outlays upon home production after the export duty depend upon 
the proportion of duty proceeds spent at home. It is clearly possible that an 
export duty (and expenditure of duty proceeds) might stimulate home activity 
where the improvement in the terms of trade was substantial. Our earlier 
judgment that export duties were deflationary (neglecting effects of the ex- 
penditure of duty proceeds) is thereby modified. An import duty that affected 
the terms of trade would be deflationary only in the unlikely event that outlays 
upon home goods declined by an amount greater than the domestic expenditure 
of duty proceeds. 


CONCLUSION 


The major conclusions of this note may be summarized as follows: 
(1) If traditional assumptions of the pure theory of foreign trade are 
granted, equivalent general taxes upon exports and imports have symmetrical 


*C. P. Kindelberger, International Economics (Homewood: Irwin, 1953), p. 216. 
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effects. However, the symmetry proposition applies only to general taxes 
thereby limiting the proposition’s application significantly. 

(2) Where the related assumptions of fixed home expenditure and the 
equality of home income and expenditure are removed, export taxation tends 
to be deflationary, import taxation tends to be inflationary. 

The Rice Institute J. H. Auren 
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Robert Torrens and the Evolution of Classical Economics. By Lionel Robbins. 
London: Macmillan and Co.; New York: St. Martins Press, 1958. Pp. xiii, 
367. $7.50. 

This interesting and useful book fills yet another gap in the history of thought 
in that fascinating period when economic ideas must have been as exciting to 
popular imagination as are developments in the physical sciences today. Robbins 
is to be commended for providing all students of intellectual history with this 
careful study. 

Why has Torrens been among the “neglected British economists”? Several 
reasons may be suggested. First, he wrote no single systematic treatise; his 
talents were more suitable to topical discussion of particular issues. Secondly, 
he does not appear to have been an especially attractive man, either in his per- 
sonal behavior or in his argumentation. Thirdly, there was a certain incon- 
sistency in his thought in at least two important areas. This characteristic is 
perhaps explained in part by the length of his productive period. Finally, his 
work was dominated by that of Ricardo although in many respects it is superior. 
The greater clarity of Torrens’ thought on several issues comes through in this 
study in spite of Robbins, who is, among modern neo-classical economists, a 
relatively strong defender of Ricardo. 

Torrens made contributions to the theory of value and price, monetary theory 
and policy, the theory and policy of colonization, and to the theory of inter- 
national trade and commercial policy. These separate topics constitute the or- 
ganizational outline of the book. Torrens shares with Ricardo the credit for the 
first explicit formulation of the theory of comparative costs, and Robbins con- 
siders his primary unique contribution to be the proof that, under certain con- 
ditions, the unilateral reduction of a tariff may not be to the interest of a 
country. Put in the more normal way this proposition states that an increase 
in a tariff may, under certain conditions, so shift the terms of trade in favor 
of the tariff-raising country as to offset the disadvantages caused by a less 
efficient utilization of domestic resources. Torrens used this argument in support 
of reciprocal agreements and especially to suggest a Zollverein for the British 
empire. 

Torrens strongly opposed the Bullionist Report and yet some thirty years 
later he became the champion of the Currency School in the famous controversy 
preceding the passage of Peel’s Banking Act. In my opinion, Robbins somewhat 
overemphasizes Torrens’ reversal of views in this connection. At least in the 
statements cited, Torrens does not appear to have ever suggested, even in his 
anti-bullionist days, a convertible note issue without effective safeguards. His 
earlier efforts were in support of a nonconvertible issue, and while there is cer- 
tainly a considerable shift in his thinking, a reconciliation of the eariler and 
later positions does seem possible. 

His work on value and price theory is clearly superior to that of Ricardo. 
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He did not accept the Ricardian attempt to base value on the quantitiy of labor 
and instead adopted a quantity of capital theory which, in effect, was quite 
similar to Smith’s cost of production theory. 

The text of 258 pages is followed by a 90-page Bibliographical Appendix in 
which each of the known works of Torrens is listed and the contents briefly de- 
scribed. This should be helpful to scholars since some of the items are extremely 
rare. Interesting parts of the appendix are the brief excerpts from Torrens’ two 
novels, excerpts which are perhaps sufficient to explain why he became an econo- 
mist. 

University of Virginia JaMEs M. BucHANAN 


Humanist versus Economist: The Economic Thought of Samuel Taylor Cole- 
ridge. By William F. Kennedy. Berkeley and Los Angeles: University of 
California Press, 1958. Pp. 96. $2.00. 

In this monograph, the ideas of Coleridge provide a basis for a general com- 
mentary on the contrast between the humanistic and the “‘scientistic” aspects of 
economics. The theme is that the “scientistic” view, which is attributed to the 
influence of Bentham, has been dominant, too dominant in Kennedy’s opinion, 
and that it must be tempered by humanist “values.” 

This is an age-old plaint. Applied to the modern setting, the implication that 
the more rigorous limitation of “positive” economics which has been achieved 
creates the danger of an “authoritarian dictatorship of the scientists” seems 
wholly incorrect. The methodology of “positive” economics has been of great 
value precisely because it does dispel, not enhance, the “scientific” bases for 
normative or value propositions. 

The humanist critique is not properly directed at the work of positive econo- 
mists. These accept man as he exists. His value pattern is outside the economist’s 
limits; to change this value pattern by discussion is the appropriate task of the 
humanist. By accepting as a framework for analysis a set of institutions which 
allows man to express rather freely his individual or private values, the econo- 
mist must always be prepared to face the charge that he necessarily supports 
the value pattern so established. As private citizens, economists probably de- 
plore comic books equally with the humanists. The great debate does not arise 
here. Rather it arises between those who would coercively impose a set of 
“higher” values on individuals and those who would not. And this debate is 
wholly non-scientific. 

As for the economic thought of Coleridge, J. S. Miil said that Coleridge wrote 
“like an errant driveler” and that “it would have been well for his reputation 
had he never meddled with the subject.” Despite Kennedy’s interesting attempt, 
this reviewer sees no reason to modify Mill’s judgment. 

University of Virginia JamMes M. BucHaNaNn 


Lectures on Economic Principles. Vol. I. By Sir Dennis H. Robertson. London: 
Staples Press Limited, 1957. Pp. 172. $3.50. 
This is the first of three volumes embodying the lectures on economic prin- 
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ciples which Professor Robertson delivered to students most of whom were in 
the second year of a three-year economics curriculum at Cambridge in the years 
from 1945-6 to 1956-7. The later volumes will deal with the Theory of Distri- 
bution and with Money and fluctuations in economic activity. The present 
volume is concerned largely with the Theory of Value. 

The first chapter discusses the nature of economics and its relationship to 
various other subjects. Then, by doing a bit of business with Robinson Crusoe 
and a nameless visitor from Mars, Professor Robertson introduces a number of 
basic economic principles and institutions. A third chapter presents some prin- 
ciples and issues in connection with national income analysis. The rest of the 
volume deals with demand, utility, supply, competitive value, the factors of 
production and their combination, increasing and decreasing cost, monopoly, 
monopolistic competition, the short period, joint supply and price discrimina- 
tion, and some defects of economic freedom. 

The common definition of economics as the science which studies human be- 
havior in the allocation of scarce means among given alternative ends strikes 
the author as being at once too narrow and too broad. He is more inclined to say 
with Cannan that economics is the study of things having to do with man’s 
material welfare, although this definition may make it rather difficult to de- 
termine just what is and is not included in the subject. 

The Law of Demand is based upon the utility analysis, and there is much 
interesting discussion of the usefulness and limitations of this analysis. The 
term utility is used to mean satisfaction and, in relating utility to the demand 
schedule of an individual for a commodity, the author assumes that a person’s 
desire for different things is proportionate to the utility which he expects to get 
from them and that the utility which he does get is equal to the utility which he 
expects to get. Later the validity of these assumptions is questioned, but no 
very definite conclusion seems to be reached as to how far the original assump- 
tions may be considered trustworthy. Might it not be preferable to define utility 
as expected satisfaction or desirability in the first place? 

Relatively little is done with the concept of elasticity of demand and the 
indifference analysis is dealt with only in passing. Professor Robertson con- 
cedes that a reasonable account of the behavior of the individual consumer can 
be built up without the aid of the concept of measurable utility, but concludes 
that “even in this field an analysis which makes use of it gives a more per- 
suasive account of what really happens than one which does not” (p. 87). Much 
is made of the concept of consumers’ surplus, and the author believes this con- 
cept to be “of considerable importance as a guide to public policy” (p. 78). 

Free competition means a situation of the market such that the demand for 
the output of a single seller is perfectly elastic. In spite of the rigidity of this 
concept and the difficulties involved in finding freely competitive situations in 
real life, the author thinks it better to start with such competition as a standard 
of reference, pass on to monopoly as a secondary standard of reference, and 
then say what can be said of the cases lying in between than to try to build up a 
general theory of value in an imperfect market. 
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Professor Robertson does not try to distinguish industries of increasing a d 
decreasing cost but deals only with tendencies to increasing and decreasing cost. 
Both tendencies can apparently operate in the same industry at the same time, 
and what happens to cost in the long run, as an industry changes productive 
capacity and output, depends upon whether the one or the other tendency 
operates more strongly. 

To account for decreasing costs, the author falls back on the familiar internal 
and external economies. No one questions that there are economies of scale 
(within limits) in connection with the changing size of the individual firm, but 
it is not easy to see why they should result from increases in the size, productive 
capacity, and output of the industry, unless the industry had formerly been 
too small to permit even one firm of optimum size to operate. Again, the in- 
genuity of man, as reflected in better machines and methods and improved 
organization, is likely to lead to decreasing costs as an historical development, 
but do such events follow at all directly and automatically upon mere increases 
in the size and output of industries in any particular situation? If the question 
is simply one of the effect of increases in industry size and output on cost, many 
economists have difficulty in accounting for decreasing costs. 

The chapter on the factors of production and their combination, which in- 
cludes the development of the Law of Diminishing Returns and the Principle of 
Substitution, is excellent, and so is the treatment of joint supply and price dis- 
crimination. After a rather standard treatment of the determination of monop- 
oly price, the chapter on monopoly presents some useful discussion of the relative 
levels of monopolistic and competitive prices. In dealing with the cases lying 
between competition and monopoly, Professor Robertson starts with what 
would usually be called monopolistic competition proper and later fights his 
way to duopoly and oligopoly. This is a somewhat unusual procedure, but it is 
carried out most effectively. The short period analysis is the customary one 
except that the author tries in this place rather than elsewhere to relate the 
short-run and long-run cost curves of the individual firm. 

On the whole, this is an excellent book. To be sure, important topics in value 
theory are sometimes treated very lightly while other (certainly no more im- 
portant) ones are given much space, but there are several reasons for this. The 
author has set forth the materials presented in his lectures, and has not tried 
to write a well balanced textbook, much less a comprehensive treatise. His stu- 
dents were exposed to a number of other economists at the same time and hence 
could hope to obtain more light elsewhere on subjects which were skimped in 
these lectures. And the emphasis on certain matters resulted in part from the 
fact that Professor Robertson felt himself to be the custodian of some points 
of view which seemed likely to be neglected under the new orthodoxy. 

The book contains very little mathematical analysis, diagrams are relatively 
few and simple, and even numerical illustrations are infrequent. The exposition 
is clear and lucid and the author’s style, lightened with many deft touches of 
humor, is delightful. The book should be read by all economists who concern 
themselves with the theory of value, and it would make a splendid second book, 
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to accompany the textbook, for courses in intermediate theory as these are 
usually given in this country. 
University of Florida Raueu H. BiopGettr 


Inflation: A Study in Economics, Ethics, and Politics. By G. L. Bach. Provi- 
dence, R. I.: Brown University Press, 1958. Pp. v, 103. $2.50. 

Based as it is on the substance of the Colver Lectures delivered at Brown 
University in the winter of 1957, it will not be surprising, as Professor Bach 
observes in his preface, that this modest little volume uncovers little new 
ground. Its value lies, rather, in the clarity and precision with which the author 
has summarized the major elements in the rather intricate process of inflation. 
Bach is further to be commended for his ability to thread his way cautiously 
among the one-sided and simplistic policy prescriptions with which this par- 
ticular issue is surrounded. On the one hand, Bach views inflation as a deep- 
seated social and political problem in the contemporary American setting, rather 
than as a superficial growth which can readily be extirpated through the is- 
suance of the proper directives to the monetary-fiscal authorities. The latter 
view which enjoys some popularity fails to weight (1) the heavy social and 
economic costs in terms of unemployment and unrest which would have to be 
paid before the pressure groups, whose way of life has been built about a for- 
ward policy, finally “learn their lessons” and circumspectly restrain their de- 
mands within the limits set by restrictive monetary framework, and (2) the 
political unrealism of assuming that an “independent”? Central Bank can in 
truth act independently of the wishes of the great social interests that sustain 
the community. On the other hand, Bach recognizes the long run unrealism of 
attempting to limit inflation to a small but steady rate, on grounds both of 
equity and of the speeding-up of the inflationary process which is the conse- 
quence of waning faith in the currency. 

In outline, the book is simple. Chapter I deals with the immediate impact of 
inflation on production and on distribution, about which in Bach’s opinion little 
that is definitive may be stated save that inflation transfers wealth away from 
those who hold fixed-price assets. Chapter II deals with future prospects, i.e., 
the likelihood of secular inflation, based upon full employment policies, group 
pressures, government spending on national security and welfare, and the lapse 
of a restrictive monetary environment. Chapter III examines the question of 
social goals in relation to the inflation problem and concludes that the case for 
control rests mainly on equity considerations. In the final chapter, Bach indi- 
cates two possible methods of dealing with the problem. First, we may fight 
the inflation irrespective of the cost; secondly, we may assist now handicapped 
groups to protect themselves against the inflation. The first method would de- 
pend upon a rational, voluntary consensus of the citizenry that inflation is 
intolerable—as yet there is no sign of such a consensus so that this approach is 
not a present possibility. Temporarily we must devise means of protecting 
weaker groups against the inflation; such action will tend to stimulate inflation- 
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ary forces and help to develop public determination to meet the inflation 
head-on, for in the long-run a limited inflation is not a real possibility. 

One could differ with Bach’s interpretation at specific points. The present 
reviewer, for example, has argued that the mechanism of present-day inflation 
with its initiating pressures on the cost side in an elastic monetary environment 
has changed the nature of the inflationary process, and for this reason the pre- 
vious experience which Bach examines may not be relevant. Even moderate 
inflation, if persistent, may have an effect on production in both the long run 
and the short. Moreover, if we fight inflation by rigorous limitation of the money 
supply, we may introduce inefficient and inequitable distortions within the 
economic structure. One might question Bach’s view that large-scale govern- 
ment spending must inevitably in a democratic society push up prices. These 
are, however, merely marginal criticisms; the book is a concise, highly readable 
introduction to an endemic problem of contemporary society. It may be useful 
for introducing entering students to the economic climate of the modern world. 

University of Virginia James R. SCHLESINGER 


Economic Models: An Exposition. By E. F. Beach. New York: John Wiley and 

Sons, 1957. Pp. xi, 227. $7.50. 

The present volume is a contribution to a growing body of excellent textbooks 
in mathematical economies. It is presented at an elementary level, and the book 
is very brief relative to most texts. Nevertheless, it might well serve as a syl- 
labus for a one semester or one year introductory course for first-year graduate 
students. The knowledge of mathematics requisite for comprehension does not 
exceed that of most college graduates (algebra) ; on the other hand, some ac- 
quaintance with statistics is necessary if the student is to obtain full benefit 
from the book. 

The text is divided into two sections, the first half being devoted to mathe- 
matical models. Professor Beach briefly presents some thirty models based 
upon the works of Allen, Colin Clark, Domar, Evans, Ezekiel, Harrod, Hicks, 
Kahn, Keynes, Littler, Liu and Chang, Marshall, Modigliani, Mosak and 
Salant, Samuelson, Schultz, Tinbergen, Walras, Wald, and Working. The models 
discussed represent a wide range of types: static and dynamic models, con- 
tinuous and sequence models, linear and non-linear models, micro and macro 
models. Interspersed among these descriptions are sections on differential equa- 
tions, difference equations, and derivatives. 

Econometric models are the subject of the second half of the book. In this 
section, the presentation of models is very brief, limited to the simple reduced- 
form type. Instruction in statistics, especially techniques of regression analysis, 
is dominant in this portion of the book. In addition to simple and partial cor- 
relation, the author discusses confluence analysis and the simultaneous equa- 
tions approach; however, solution techniques for the reduced form and limited 
information estimates are not provided. 

Professor Beach begins by stating that the purpose of the text is to provide 
instruction in mathematics and in model analysis. The first half of the text 
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serves this purpose admirably. The method of model building is demonstrated 
by a multitude of examples and the mathematical techniques of solution are 
presented. In the second half, the emphasis upon model analysis is somewhat 
obscured by the predominance of formal instruction in statistics. Econometric 
model building and its consequent problems are only treated in the final chapter. 
Since most of the statistical methods developed by Beach are adequately covered 
in first-year courses in statistics, it seems that a substantial portion of the second 
half could have been devoted to other topics; for example, specific econometric 
models such as those of Klein, or matrix algebra and some of the important 
models utilizing this mathematical technique, such as Leontief systems and 
linear programming. 

I should not wish that criticism in the small mask the general excellence of 
this volume. In particular, I do not think that the omission of certain segments 
of mathematical economics is too important, for an instructor is likely to use 
two or even three texts in an introductory course. There are, however, certain 
aspects in which the text could be improved. In the first place, the reader is 
given no instruction in the basic concepts and terminology of mathematics. In 
the opinion of the reviewer, a chapter on the algebra of sets should be included 
in any introductory text in mathematical economics, for this is a fundamental 
part of mathematical training, however cursory. Secondly, the definitions of 
certain mathematical terms are inadequate (e.g., “function” on pp. 15-6 and 
“random variable” on pp. 113-4). Finally, the author uses an application of 
physics in outlining the concept of a derivative and several contrived experi- 
ments in demonstrating the techniques of regression analysis. There are many 
adequate illustrations from economics which can replace these, certainly with 
more appeal to the student. 

Duke University C. E. Frerauson 


Linear Programming and Economic Analysis. By Robert Dorfman and others. 

New York: McGraw-Hill Book Company, 1958. Pp. v, 527. $10.00. 

In the past few years developments in linear programming and cognate fields 
have made possible great advances in economic theory. Partly because these 
techniques were developed with the aid of special mathematical tools such as 
convex sets and topology, and partly because many research papers were de- 
voted to the statistical application of the new methods, an increasing gap be- 
tween these new sciences and economics began to appear. In the work under 
review an effort is made to bridge this gap by developing the implications for 
economic theory of the new tools in a manner designed to appeal to the econo- 
mist. 

In the words of the text, linear programming is “the analysis of problems in 
which a linear function of a number of variables is to be maximized (or mini- 
mized) when these variables are subject to a number of restraints in the form of 
linear inequalities.” Once an economic problem is cast in this form the values 
of the variables involved can be calculated by means of the “simplex method.” 
If the function to be maximized resists linearization, a problem in non-linear 
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programming emerges, and some of the specific virtues of this method vanish. 
Thus, since no generally acceptable method of linearizing a utility function has 
been found, demand theory must be regarded as a non-linear programming 
problem for the present. 

In the first eight chapters the authors develop the essential concepts of linear 
programming, beginning cannily with the analysis of two specific cases: the diet 
problem and the theory of comparative advantage. Having firmly implanted the 
basic ideas by examples, the authors proceed to develop the basic algebra of 
linear programming. Following up these abstractions with an application to 
“the transportation problem,” they proceed to the analysis of the firm and the 
valuation of resources. Here the dual problem of allocation and valuation of 
resources receives careful attention. In a succeeding chapter the uses and limita- 
tions of non-linear programming are briefly developed. 

Beyond this point the subject matter spreads out over a whole collection of 
topics. In two sueceeding chapters Leontief’s input-output analysis is developed, 
its properties studied and its status as a special case of linear programming 
shown. Next the authors dip into the relation of linear programming to economic 
dynamics. In a first chapter the authors develop the Ramsey, Leontief and Von 
Neumann dynamic models in'a manner consistent with the linear programming 
approach. Subsequently, problems of capital accumulation are developed in 
classical and linear programming form. By casting the older models in the 
newer form and developing their capital accumulation schemes in a similar 
way the authors exhibit both consistency and originality. 

In succeeding chapters on general equilibrium and welfare economics the 
existence of a Walrasian system of equations is proven and the essential prop- 
erties of welfare economics are developed by use of the new tools. In the last two 
chapters the essentials of game theory are developed and the relation to linear 
programming shown. In fact, it is proved that every linear programming prob- 
lem is convertible into a zero-sum, two-person game and that every such game 
can be converted into a linear programming problem. Since solutions have been 
developed for many games, it is frequently advantageous to convert a problem 
in linear programming to a game and solve the latter. Conversely, games may 
be solved by linear programming. 

From this brief summary it is quite evident that the book provides an ex- 
tensive survey of the various fields in which the new technique may be applied. 
By the careful use of verbal explanation and elementary algebra the mathemati- 
cal requirements are held to a minimum; vectors and matrices are used in the 
text only where essential, otherwise being cleared into footnotes; calculus is 
seldom used. Where set theory and topology are employed simple and pertinent 
explanations are provided. The result of these labors is something of a tour de 
force, a survey of recent developments in economic theory and cognate fields 
integrated by the reasonably simple techniques of linear programming. With the 
aid of this book a person with modest mathematical training and aptitude can 
secure access to the many profound insights afforded by recent breakthroughs in 
mathematical economics. 
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Despite these many virtues this book does not afford easy reading. Seldom 
can one turn a page without finding a new table or batch of equations on the 
next. Pursuing this course for five hundred pages is no easy task. However, when 
the going gets toughest, the authors usually manage to clear the air with a 
welcome touch of humor. Comparison of the text with original sources also 
makes abundantly clear the heroic job the authors have done in simplifying 
and unifying the theories considered. In virtue of its breadth of scope, unity of 
method and understandability this book seems likely to become a landmark in 
modern economic theory. 

University of Alabama Joun S. HENDERSON 


International Trade: Goods, People, and Ideas. By Wendell C. Gordon. New 

York: Alfred A. Knopf, 1958. Pp. xvii, 647, xix. $6.75. 

Teachers of courses in international economics currently have a veritable 
smorgasbord of textbooks from which to choose, and any taste should find some- 
thing to its liking from recent publications in this area. Wendell Gordon’s book 
unquestionably has a distinctive tang which clearly sets it apart as a differen- 
tiated product. It is a delightful book, and even teachers who prefer a more 
“theoretical” or “abstract” approach to the problems of international economics 
will do well to ask their students to read this book, and, if the instructors them- 
selves were to devote some time to it, they might be able to brighten up their 
own lectures. 

One gets the impression of an old master surrounded by a group of bright 
students eager to learn about international economics. The first question raised 
is, “What are the facts?” Statistical data are used more extensively here than 
in competing texts, and the book is a valuable reference work for this reason 
alone. Attention is next given to how others have analyzed the facts. Frequently 
a theoretical position is condensed into a few sentences, but Gordon has usually 
been successful, to use one of his phrases, in retaining at least the flavor of the 
argument. Finally, a fresh look is taken at the facts and their earlier interpre- 
tations in an effort to see how all of this looks to us. The author clearly sets 
forth his own assumptions and preconceptions in the early chapters, and when 
occasion arises he takes a firm position regarding disputed issues and exposes 
mean motives whereever he detects them. All of this takes time to do, and this 
is not a short book. But the exposition is clear, the style is spritely, and it should 
take less prodding to persuade undergraduates to read this text than any other 
currently available. Many teachers will undoubtedly find this the best book 
written to date for non-economics majors; whether it provides the best approach 
for those who will take advanced work in the area of international economics 
turns on the unsettled question as to how far to the right of the decimal point a 
first course in the field should go. Those who insist that meaningful solutions to 
the problems in international economics cannot be arived at without heavy re- 
liance on algebra and geometry with occasional use of some of the more sophisti- 
cated mathematical tools will unquestionably find this book inadequate. 

The nature of the emphasis of this book is indicated by the fact that neither 
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in the index nor in the fifteen-page bibliography do any of the following names 
appear: L. A. Metzler, F. D. Graham, Sir Donald MacDougall, Robert Triffin, 
Sir Hubert Henderson, Folke Hilgert, or Karl-Erik Hansson. One index refer- 
ence is made to each of the following: J. Viner, F. Machlup, M. Friedman, R. 
Frisch, and E. M. Bernstein. Frequent reference is made, however, to the works 
of J. E. Meade, C. E. Ayres, T. Veblen, and K. Marx. The basic organization is 
more conventional: Part I, Background; II, The Traditional Theory; III, 
Balance of Payments and National Income Theory; IV, The Movement of 
Goods and Services; V, Money, Short-Term Funds, and the Business Cycle 
Problem; VI, Capital Movements; VII, Growth; and VIII, Toward an Inte- 
grated Program. 

The first chapter begins with this sentence: “The basic assumption of this 
book is that the maximization of a combination of (1) level of living, (2) indi- 
vidual freedom of action, and (3) security, is desirable” (p. 11). The final 
chapter concludes with the following paragraph: “Freedom of action is, in a 
sense, the highest of goals. It rises above the mundane stuffing-the-stomach 
implications of the goal of raising the level of living. It is not largely negative, 
as is the case with the realization of security. It represents, on the contrary, the 
area where man expresses himself in a positive way. Satisfaction in life is largely 
gained from doing things we like to do or which we consider constructive—and 
doing them well. Freedom of movement and freedom to exchange knowledge 
make their tremendous contribution in facilitating such activity” (pp. 630-1). 

One comes to the end of Gordon’s book with a feeling of regret that it is all 


over. This is enough to set it apart as almost unique among textbooks currently 


available to undergraduates. 
Southern Illinois University CiarK Lee ALLEN 


Government and Business: A. Study in Economic Evolution. By Howard R. 

Smith, New York: Ronald Press Company, 1958. Pp. v, 802. $7.50. 

The course in government and business has long been characterized by the 
wide diversity of approach which different instructors take to its subject matter. 
The textbooks in this area reflect the numerous alternatives. Professor Howard 
R. Smith has contributed a new volume which makes a distinguished contri- 
bution in an effort to fill a real gap. His basic approach to the course is indicated 
by the subtitle of the book, “A Study in Economie Evolution.” 

The author is a practicing economist who successfully refrains, however, from 
any narrow professional bias. He views the development of the contemporary 
American economy from a broad historical perspective and emphasizes the polit- 
ical background from which our economic institutions derive. He paints a broad 
canvas bringing us from the beginning of the United States as an independent 
nation down to the present day. This historical approach, which may be frowned 
upon by current events addicts, has the great advantage of providing a sharp 
focus for the beginner who studies the institutions on which a modern compet- 
itive system is built. 

The author defends the use of the historical approach vigorously in the 
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preface. His most persuasive point, and one on which this book excels, is the 
fact that the step-by-step approach to the subject matter makes possible the 
elimination of many details which detract from the understanding. In view of 
the great complexity of the field, this clarification helps a good deal. The his- 
torical approach is not a popular fad in economies courses at this time. This 
teclinique makes it necessary to write a rather long book. In spite of its 771 
pages of text, the book is not wordy but deals with its subject thoroughly. The 
beginning student may grow somewhat impatient before he comes to grips with 
the modern problems which seem to him more directly revelant today, but 
his road is eased by a sound style which makes the reading enjoyable. 

This book will appeal most strongly to the political scientists and the econ- 
omists, particularly when they favor a historical and institutional framework. 
The author has little patience with the purely legal aspects of a course in mo- 
nopoly control. We find in this very substantial volume all the customary court 
cases. The writer is more concerned, however, with the setting in which the liti- 
gation arose and the spirit of the times which helped to shape the opinion of the 
court. He does not waste time with quibbling or a compilation of judicial box 
scores. 

The theme of the book is laissez faire and its meaning to the American econ- 
omy. The book is divided into seven parts. From the era “Before Laissez Faire” 
the author takes us to “Laissez Faire Resplendent,”’ Laissez Faire Threatened,” 
“Laissez Faire Replaced” until he reaches in part six the post World.War II 
period which he entitled “A Mixed Economy.” The introduction provides a 


penetrating analysis of the “public interest” which is too often brushed off by 


a paragraph or two. 

Discussion of legal details and economic theory remains subordinate to 
broader aspects of institutional development. For example, the procedural 
changes of the Wheeler-Lea Amendment are touched in only one sentence, even 
though their importance is recognized (p. 620). The treatment of basing point 
prices fails to mention such theoretical alternatives as have been advanced by 
J. M. Clark. But no book can cover every aspect. Professor Smith is concerned 
with a realistic description of the forest rather than a detailed investigation of 
each tree. 

The historian may not always agree with the author on his interpretation of 
economic evolution. The nature of laissez faire in American economic history is 
open to different interpretations, but the author’s definition is quite startling 
even though it eliminates some of the difficulties of the discussion. “Laissez 
faire means that pattern of policies which the business interests after the Civil 
War were politically powerful enough to establish.” While the book uses this 
definition to considerable advantage, it is hardly an orthodox use of the term. 
The text deals in considerable detail with evolution of major institutions in our 
competitive system, particularly with the evolution of the corporate form of 
enterprise and the tradition of private property. Unfortunately, in this frame- 
work a detailed discussion of the evolution of management as a separate insti- 
tution has not been attempted. 
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The book reads very well. Both graduate and undergraduate beginners are 
likely to learn a great deal from a leisurely reading of this thoughtful and 
stimulating text; it might even return the historical approach in this course 
to its former popularity. 

Oklahoma State University R. W. Trenton 


Economics and Social Reform. By Abram L. Harris. New York: Harper & 

Brothers, 1958. Pp. X VI, 357. $5.00. 

The major portion of this volume consists of more or less extensively revised 
versions of articles earlier published by Professor Harris in various scholarly 
journals, among them the Southern Economic Journal. The articles dealt with 
the theories of Karl Marx, Thorstein Veblen, John R. Commons, Werner Som- 
bart, and Heinrich Pesch, the last as a representative of the corporative eco- 
nomics advanced by various Roman Catholic writers. In addition to the amended 
essays on these figures a lengthy consideration of John Stuart Mill and an in- 
troductory chapter are included in the volume, and Frank Knight has contrib- 
uted a foreward. 

It appears that the present work represents a culmination of studies of the 
institutional and historical schools of economics which Professor Harris began 
more than thirty years ago. During this period the author’s own ideas have 
undergone a rather profound change, from an early “state of social rebellion” 
to the present acceptance of traditional economic theory, presumably what 
he now deems to be “scientific economics” (p. 323). As the essays now stand, 
they are the reactions of an orthodox economic analyst to the various figures 
surveyed. In general these reactions are, as one would expect, unfavorable. 
Professor Harris has scant sympathy for the methods, viewpoints, or the con- 
clusions he finds in the works of Marx, Veblen, Commons, Sombart, or Pesch. 
He is impressed by the resemblances in the theories of these five, particularly in 
their attitudes toward capitalism as a system of power. Mill elicits the author’s 
admiration not as a technical economist but as the embodiment of the best in 
nineteenth century classical liberalism. 

My space allotment requires limitation of comment to one or two rather gen- 
eral points. The title of this volume roused in me the hope of discovering 
some enlarged vision of possible relationships to be found between economics 
and social reform for these days when, if ever, such a vision needs be as large 
and clear as possible. But the Harris view is, to my reading, that all the econo- 
mists analyzed, save Mill, could only offer erroneous or meaningless conclusions 
and defective formulations, and that acceptance of their programs “would proba- 
bly create greater ‘evils’ than those attributed by them to capitalism” (p. xiv). 
This group of economists can provide only confusion and frustration for the 
processes of social reform, it would appear. As for Mill, one can share Professor 
Harris’s admiration for this magnificent nineteenth-century figure and still 
feel that something must be added to our analysis of social reform beyond that 
which Mill offered. 

My anticipation of some new insight in these matters was brought on, as I 
have said, in part by the book’s title. But it was also encouraged by an aware- 
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ness of the Harris movements from radicalism to orthodoxy as well as by Frank 
Knight’s comment in the foreward that the author “has not ceased to favor 
measures of progressive reform not impossible to carry out and which offer a 
reasonable prospect of doing more good than harm.” Knight further lauds the 
author by saying that he is “seriously trying to define and adopt a middle 
position.” As far as I can discern, the Harris contribution appears only by im- 
plication as an animus against state regulatory activity and an advocacy of 
more competition. One may recognize the many merits of a market system and 
still be somewhat disappointed with its being offered as a vehicle for social 
and economic reform. 

If one wishes a thorough and highly competent analysis of these economists 
from the viewpoint of free market theoretical orthodoxy in economics, this vol- 
ume will provide it. But if one seeks a new vision on the relationship between 
economic and social reform, it should be, I regret to say, sought elsewhere. 

University of Texas Carey C. THompson 


Theoretical Economic Systems: A comparative Analysis. By Walter 8. Buck- 
ingham, Jr. New York: Ronald Press Company, 1958. Pp. vi, 499. $7.00. 
“This book,” says the author, “attempts to classify the major theories of 

capitalism and socialism and to examine, compare, and evaulate them.” It 

is “concerned only with theoretical models of economic systems applicable to 
modern, industrial countries.”’ 
It is not a survey of existing systems such as exist in this country, Britain, 


Northwestern Europe and Russia, for example, although an occasional reference 
is made to these various economies. 

There are four major divisions of the book, viz., Part I, Introduction (1 
chapter); Part II, Theories of Capitalism (7 chapters); Part III, Theories of 
Socialism (3 chapters); and Part IV, Toward One Economie System (3 chap- 
ters). 

The outline and the analysis suggest that historically one economic doctrine 
grows out of another and that finally the growth culminates, like a Wagnerian 
opera, in the grand finale of One Economic System. This is a lofty conception, 
and the history of the past several centuries gives testimony to its merit. The 
details of the past do not, however, fit neatly into this pattern; and also the de- 
velopment of doctrine does not proceed in isolation as this to some extent im- 
plies. The author, however, does not formulate this idea, nor does he disclaim 
it. 

There is a wealth of good analysis in this book, in addition to the vital, though 
implied, idea of process, and it is to be hoped that large numbers of students are 
given a go at it, although it does not fit into the usual curriculum. 

It is also to be hoped that the author will soon bring out a revision. The book 
is too good not to be made better. This reviewer would suggest that the work 
on Mercantilism in the second chapter and in the one on Keynes be made into 
a chapter that precedes and provides proper background for Adam Smith and 
his followers. 

Then, too, it seems to me, that the changing and developing techniques of the 
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past several centuries should be made central to economic analysis and espe- 
cially when different economic systems and different time periods are being 
considered. The author makes several references to technological developments 
but these are of the order of hole-in-the-corner allusions, rather than a center- 
of-the-stage portrayal that is so strongly needed. It is true that several gener- 
ations of economists wrote as if they were oblivious to technical changes and 
thereby paid a high price in sterility, but this can easily be used to make the 
central point. 

The book also suffers from occasional errors which are perhaps largely at- 
tributable to haste in meeting a date line. Certain footnotes and the absence of 
footnotes may be cited, but more particularly there are, at least, several in- 
accuracies in analysis and in statement that are regrettable as I see it. For 
example, the Black Death led to the Statutes of Labourers, not to Conspir- 
acy Acts (p. 34); Say’s Law is not that a product creates its own demand be- 
cause of the amount paid out for its production (p. 163); the abstinence-pain 
explanation of the rate of interest was not “replaced by a more defensible 
theory of time preference” because critics said that “most saving was done by 
the very rich” (p. 167); Keynes’ three motives for liquidity preference (Gen- 
eral Theory, p. 170) are not as given here (p. 167); Marx’s value theory, how- 
ever wrong, was a supply and demand theory as was also the classical theory 
(p. 131) ; and it seems to me that the author is in error in respect to the degree 
to which the old laissez-faire principles underlay the Republican victory in 
1952 (p. 194). Finally, I am puzzled as to what he means when he says in the 
preface that in writing this book “he tried to be as objective as any economist 


dares to be.” 
Tulane University H. Gorpon Hayes 


Economic Systems of the West. Vol. 1. By Rudolph Frei (ed.). Tiibingen, 

Germany: J.C. B. Mohr (Paul Siebeck), 1957. Pp. 247. DM. 22. 

This is a collection of eight articles surveying the current economic systems 
in Belgium, Denmark, Great Britain, Japan, the Netherlands, Austria, Spain 
and Sweden. The studies of the Netherlands, Austria and Spain are in German, 
that of Belgium is in French, the rest in English. This reviewer was thankful for 
the German and French language requirements of graduate school and even 
more thankful for the English summaries at the end of each survey. 

The inspiration for these studies was an article by Calvin Hoover that raised 
the question of the pertinence of neoclassical theory in the “big business” 
economy today. (“The Relevance of Competitive Laissez-Faire Economic 
Model to Modern Capitalistic National Economies,” Kyklos, 1955.) Hoover 
urged highest priority for constructing a theory more consistent with existing 
institutions and processes, and he urged study of the organizational forms and 
economic processes of Western European national economies to establish a 
factual basis for this new theory of capitalism. These surveys, and a second 
volume (due Spring 1958) on Finland, France, West Germany, Italy, Norway, 
Portugal and Switzerland, are addressed specifically to this need. 

Since these studies are essentially empirical some over-all conclusions can 
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be drawn. First, in all eight countries it is apparent that the role of govern- 
ment has increased steadily since 1945, although all still have predominately 
market economies. Government’s role is fairly well limited to maintaining full 
employment, supporting agriculture and regulating cartels. Second, in all of 
these countries, wages and working conditions are almost completely controlled 
by collective bargaining except Spain where they are controlled by government. 
Third, the preponderant business enterprise sector continues to be regulated by 
private cartels although no trend toward bigger units or increasing private 
monopoly is evident. Fourth, freer European trade has had the desirable effect 
of increasing competition. Fifth, the inevitable differences among the economic 
systems in these countries seem to be due more to the considerable differences 
in political ideologies than anything else. 

Great Britain is the only one of the eight to have pursued nationalization 
extensively since 1945 and except for this public sector, Keynesian fiscal policy 
is about the extent of British controls today. Belgium has gone in for comanage- 
ment in industry but this nation, also, remains predominately a market economy 
thanks, in large part, to international competition from freer trade. Liberaliza- 
tion of trade has opened Denmark’s 1,500 domestic cartels to external compe- 
tition and strengthened free enterprise in that country. The Netherlands has 
consciously and successfully pursued free enterprise. A noteworthy development 
here is a growing government control over cartels and horizontal price fixing. 
Austria represents the triumph of politics over economics. The two major parties 
have compromised between the monopoly and agrarian protection of the con- 
servatives and more formal government control of the socialists. 

Sweden, the famous “middle way” and long ruled by socialists, is in some ways 
the most free and enterprising of all since small business units predominate and 
have escaped both private and government regulation. Spain and Japan are the 
most non-competitive nations in the study. Spain is regulated by government 
ostensibly for economic expansion and in Japan the old zaibatsu is again taking 
over with government assistance. These studies lend weight to the paradoxica! 
idea that capitalism’s worst enemies are its protectionist and monopolist-minded 
friends. 

Georgia Institute of Technology Water 8. Buckrncuam, Jr. 


The Over-the-Counter Markets. By Irwin Friend and others. New York: 

McGraw-Hill Book Co., 1958. Pp. viii, 485. $12.50. 

Since 1951, the University of Pennsylvania Press has published a series of 
monographs on the over-the-counter securities markets. These have been de- 
veloped from studies conducted by the Securities Research Unit of the Wharton 
School and financed by the Merrill Foundation. This present volume, The Over- 
the-Counter Securities Markets, simply brings together in one place the mono- 
graphs previously published separately. An introductory chapter giving an 
over-all view of these markets is added. While the studies fit together very 
nicely to make up the whole, no attempt has been made to integrate them in the 
process of combining the monographs into a single book. 

In addition to the introductory chapter, there are six parts to the study. The 
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first five are limited to the over-the-counter markets and cover the following 
aspects of these markets: character and extent, activity, characteristics of 
transactions, positioning of securities, and pricing and price differentials. The 
final chapter, and perhaps the most provocative in the book, attempts to com- 
pare the effectiveness of the over-the-counter markets with the organized ex- 
changes, with the former in general being adjudged superior. 

The study is based largely upon data obtained through a series of question- 
naires. The more comprehensive questionnaires were sent to a sample of invest- 
ment dealers; the shorter ones to all such firms. The solicited information was 
concerned both with the nature of the firms themselves and the transactions 
executed by them. The period covered by the questionnaires was primarily 
September through November, 1949. The data have been thoroughly mined. In 
the chapter on characteristics of transactions, for instance, there are 52 tables. 
After breaking down the transactions into basic types of securities, the various 
types are analyzed by value of outstanding issues, the number of stockholders 
of the issuer, the asset size of the issuer, the price per unit, and the length of 
time since the last change in an outstanding issue, to mention a few. In fact, so 
many analyses are presented that the over-all picture soon becomes blurred. 
Throughout the book particular attention is paid to common stock trading in 
the over-the-counter markets. The importance of this market for trading listed 
stocks is clearly brought out. Adequate attention is given to the distinction be- 
tween the market for new as compared with outstanding issues. For the reader 
interested in regional problems, all of the principal sections devote some atten- 
tion to geographic differences. For instance, Southern dealers obtained a larger 
profit margin in transactions with public customers than did dealers in any other 
area (p. 356); but this can be expected in light of the size of trade usually ex- 
ecuted by Southern dealers, the type of customers (individuals rather than in- 
stitutions for the most part) and the typical size of the Southern dealer (p. 357). 

This book—or more properly, the original monographs—centributes greatly 
to the knowledge of over-the-counter markets. The organized exchanges, par- 
ticularly the New York Stock Exchange, have been the subject of study by 
many authors—Huebner, Meeker, Dice, Leffler—to mention only a few. The 
over-the-counter markets have been recognized but little analysis has been made 
of them. In the Twentieth Century Fund’s important study, The Securities 
Markets, published in 1935, only six pages are devoted to the over-the-counter 
sector as such. Being a disorganized market, data necessary for a careful analy- 
sis have been largely lacking. The present study remedies this situation to a 
limited extent. It by no means provides information comparable to that avail- 
able for the exchanges. We do not know what specific securities are favorites in 
this market nor what changes have occurred with respect to market preferences. 
We do not know what happens to the volume of trading when a stock previously 
traded only in the over-the-counter market is listed. We have little that enables 
us to gain much historical prospective of these markets. What we do have is a 
very complete and painstaking analysis of practices in and characteristics of 
these markets in 1949. That these to a large extent are typical of these markets 
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at the present time is very likely. The book, therefore, makes an important be- 
ginning in supplying knowledge of a sector of the securities market which in 
terms of the volume of business transacted is significantly more important than 
the organized exchanges. 

University of Florida Joun B. McFerrin 


Farm Prices: Myth and Reality. By Willard W. Cochrane. Minneapolis, Minn.: 

University of Minnesota Press, 1958. Pp. vii, 189. $4.00. 

Professor Cochrane states that the purpose of his book is to “bring the best 
in modern analysis—information, economic logic, and social theory—to bear 
on the price-income problems of commercial agriculture.” To accomplish this 
end he has developed a book of three parts. 

Part I is entitled, “Farm Price-Income Behavior.” In it he examines what he 
chooses to call the myth and the reality of the farm price situation—a situation 
which is “vaguely known” and “poorly understood.” The myth is an “auto- 
matically adjusting agriculture.’”’ According to Cochrane such adjustments do 
not take place when farm prices are left alone or when given a friendly and 
helping hand, presumably by Government. This myth is viewed as running 
through the writings and speeches of most politicians, farm leaders, and laymen 
and grew out of the doctrines of Laissez Faire economics applied to agriculture. 

The reality of price-income situation, according to Cochrane, is found in two 
areas—income problems and uncertainty problems. The heart of the income 
problem is the fact that changes in production are all important in determining 
the level of farm prices. Because of the inelasticity of these prices the farmer’s 
income, both gross and net, declines as surpluses mount. Moreover, problems of 
grave uncertainty exist in the agriculture price structure because of the adverse 
effects of production on prices. Therefore, broad and dramatic sweeps occur in 
farm price level—trends which individual commodity prices tend to follow. 
Thus, rather than stability, Cochrane concludes that price-income instability 
is the norm for agriculture and the reality that must be dealt with. 

Part II gives a theoretical explanation for form prices. In this discussion 
Cochrane reviews the impacts of general economic conditions of agriculture, 
presents a cobweb analysis for explaining price variability, and concludes by 
saying that farmers in fact are on an “agriculture treadmill” with a tendency 
for long-run aggregate agriculture supply to outrun demand. This is because of 
the impacts that research and technical advances have on agricultural pro- 
duction. 

Part III considers agriculture and policy. Professor Cochrane sees five blind 
policy alleys: (1) the free market approach, (2) the flexible price support ap- 
proach, (3) the farm efficiency approach, (4) the fixed price support approach, 
and (5) the domestic food consumption approach. 

He concludes that agriculture is faced with hard policy choices. One choice is 
based on the assumption that society is willing to put $3 to $5 billion a year in 
agriculture programs—a possibility that in the long range does not seem likely 
to him. However, if society is willing to pay such a bill two possibilities appear 
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reasonable. One is continuation of something approaching the 1957 farm pro- 
gram with its provisions for approximately 80 percent of parity, income dis- 
tribution through the Soil Bank and related techniques, and an aggressive dis- 
posal program in foreign countries. A second alternative is adaptation of the 
principle of compensatory payments with freedom of choice on production, sale 
of products in the market place, and payments on a determined volume of 
production. 

The second hard policy choice is for agriculture to develop its own program 
with little or no financial support from the rest of the economy. Under this 
procedure two alternatives also exist. One is a return to the free market—a 
possibility that is ruled out as lacking in reality and contrary to the wishes of 
most farm people. Therefore, the second alternative and the solution that ap- 
peals to Cochrane is for agriculture to develop its own program to control 
market supplies within the framework of necessary Federal legislation. In this 
respect he points to the success of sugar and tobacco growers. 

During a period when few agricultural economists have demonstrated enough 
imagination in forging new approaches for dealing with farm problems, Pro- 
fessor Cochrane has done much to bring into better focus the alternatives that 
confront agriculture. His objective and realistic book deserves careful study by 
students of agricultural economics, farm leaders, and policy determiners. 

Farmer Cooperative Service—U.S.D.A. Martin A. ABRAHAMSEN 


Management in a Rapidly Changing Economy. By Dan H. Fenn, Jr. (ed.). 


New York: McGraw-Hill Book Company, 1958. Pp. 339. $5.00. 

This book with sections by forty-one different contributors on subjects from 
broad social changes to individual career planning is one of the series of annual 
books which reports the porceedings of Harvard’s National Business Confer- 
ences. 

Like most books containing oral comments by different people, this one has 
considerable repetition. Moreover, some sections repeat the same observations 
found in numerous other sources. It does, however, provide a summary of useful 
facts, trends in business, and managerial concepts. Since many readers may wish 
to read only selected sections, the following may be helpful in making that 
selection. 

Peter Drucker leads off with his well publicized observations on social changes 
followed by M. R. Gainsbrugh’s economic analysis. After technological de- 
velopments are summarized in one chapter and advertising is advanced as the 
major role in marketing in another, an excellent summary of population statis- 
ties and trends provides a firm factual basis for the entire conference. A shortage 
of skilled labor is predicted in one section while in another a chronic inflationary 
problem is explained to be the result of the possible failure of individuals to 
save enough for a growing economy. 

A section on strategic industries, (petroleum, construction, automobile, steel, 
consumer appliances) delineates useful factors underlying specific determinants 
of future growth. Probably the sections which provide the most interesting and 
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novel information for the general reader are those in which (1) Dichter, Winick, 
and Lazarsfeld show the disagreements in the area of motivation research and 
(2) W. J. Gordon and J. E. Arnold discuss the recently intriguing subject of 
creativity from two conflicting viewpoints. 

If one has not yet seen enough literature on automation and problems of the 
small businessman, each is the subject of a chapter which reiterates the one dose 
variety of treatment. The subject of long range planning is given real content in 
the description of approaches by Stromberg-Carlson and the Bell System. 

A book such as this satisfies a real need in spite of its weaknesses. The prob- 
lem is that it probably will be read by groups needing it least and not read by 
groups needing it most. Since it reports the current business thinking on such 
fads as motivation research, automation, and creativity, it will appear on the 
bookshelf of (and even read by) the practicing “enlightened” businessman. On 
the other hand, the theoretical economist probably will scan the chapters and, 
not finding any mathematical models nor even any marginal revenue or cost 
curves, decide that such superficial comments are not worth his time. 

The academic specialist needs to maintain his perspective. Views in this book 
prepared for top management are especially valuable in establishing conceptual 
frames of reference for economists who are searching for the most useful theories. 
Moreover, such books have historical value in providing evidence of the thinking 
during a period of time. For example, in reading this book during the contraction 
of 1958, one is struck by the optimistic statements made in 1957. The discussion 
of technological, population, and income changes expected by 1965 indicates 
that businessmen in 1957 were taking an optimistic long-run view in spite of 
apprehension concerning the “middle years” of the late 1950’s and early 1960’s. 
It will be interesting to compare these views with those of the next annual con- 
ference. 

This book does not shed new light on any one subject, and it is verbose. 
Still it is a valuable summary of views by a group who look at the interrelation- 
ships of many special areas and attempt to integrate a broad undepartmental- 
ized outlook necessary to guide organizations into the future. 

University of Kentucky JosepH L. Massie 


Coal and Steel in Western Europe. By Norman J. G. Pounds and William N. 
Parker. Bloomington, Ind: Indiana University Press, 1957. Pp. 381. $6.00. 
This book is a useful addition to the literature on Western European coal 

and steel industries written by two competent craftsmen. The study consists of 

three sections. Two sections deal with the history and early development of coal 
and steel production in Western Europe and with the growth and integration 
of those industries in the nineteenth century. The third section centers on de- 
velopment in the twentieth century until the present, including recent organiza- 
tional arrangements within the framework of the European Coal and Steel 

Community. 

The two historical sections prepared by Professor Pounds contain a discus- 
sion of technological, organizational and commercial aspects of coal, iron and 
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steel in Western Europe until the turn of the twentieth century. The source 
material is well summarized in footnotes. These sections are very valuable 
contributions to the economic history of Western Europe. 

The third section, prepared by Professor Parker, considers in a well balanced 
manner the growth and stabilization of the Western European coal and steel 
industries in the twentieth century. Mr. Parker’s study focuses on technological 
trends, organizational aspects and raw material supply. Less attention is paid 
to price, pricing and distribution problems. It might have been useful to discuss 
more in detail the scrap position of the Western European steel industry. Pro- 
fessor Parker indicates on p. 359 that the Italian steel industry needed (and was 
granted for five years) special protection within the European Coal and Steel 
Community. Since Italy is a large steel producer (almost 7 million metric tons 
of crude steel in 1957) a more detailed discussion of the Italian coke, ore, and 
scrap basis would have been of great interest for the American reader. The 
foregoing minor criticisms should not obscure the fact that Mr. Parker’s section 
is also a very valuable contribution containing well documented research ma- 
terial and concise and reliable information on Western European coal and steel. 

International Monetary Fund Ervin HEXNER 


Conservation in the Production of Petroleum. By Erich W. Zimmermann. New 

Haven: Yale University Press, 1957. Pp. vii, 417. $6.00. 

Conservation in the production of petroleum has been a subject of great, but 
lessening, controversy as the years have passed. It is little understood by many 
people. This book is a valuable addition to the material previously available 
on this important subject, and is a well written and scholarly presentation, based 
upon an objective study and analysis by the author, of much of the available 
material pertaining to the subject. It is well documented, and, through foot- 
notes, shows the sources of much of the material the author had studied and 
analyzed. It is well indexed, and has an excellent bibliography. 

This book contains most of the fundamental information necessary to an 
understanding of the subject and presents both sides of the controversial ques- 
tions involved. There is, of course, much additional material available, which 
it appears was not studied and analyzed by the author, so in discussing the 
pro’s and con’s, some strong arguments by qualified persons, on one side or 
the other, were not used. However, no individual could possibly study and 
analyze all available material. 

The particular value of this book is that there has been condensed into one 
volume a rather complete discussion of the subject and all factors involved 
therein. 

The book is referred to as “A Study in Industrial Control.” It is a study of 
governmental regulation of the domestic petroleum producing industry to ac- 
complish conservation in the production of petroleum. This is accomplished by 
Commissions functioning under State laws and with certain cooperation by the 
Federal government. 

The first two chapters, entitled “Introduction” and “Conservation—Meanings 
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and Problematics,” are to me a most excellent and interesting introduction to 
the subject, because it is a new type of approach. One of the most interésting 
points brought out is the difference between physical substances or neutral stuff 
and resources, and what it takes to convert neutral stuff into a resource. | 

The balance of the book covers such subjects as the nature and occurrence of 
petroleum; the difference between United States and foreign property laws; 
the rule of capture; the doctrine of off-set wells and correlative rights; the 
restriction of production to market demand; well spacing; unitization; imports; 
combined impact of factors necessitating conservation; the development of a 
sound conservation policy for petroleum through continually improved State 
laws and the administration of the same; the role of the Federal government; 
conservation of natural gas; evaluation of oil and gas conservation; the weak- 
nesses and unsolved problems of petroleum conservation; the outlook for energy 
availability ; etc. 

The author presents very clearly the need to restrict production to market 
demand, even if market demand is less than the maximum efficient rate, in order 
to prevent physical waste. This subject is much misunderstood, but is of extreme 
importance. 

The proper method of distributing allowable production between pools within 
a State, and between wells within a pool, as well as the question of unitization, 
are two factors that are quite controversial. They have been well covered. It 
could have been made clearer that all water flooding operations are not unitized 
to cover an entire pool. 

The subject of well spacing, which is also controversial, might have been 
clarified to a greater extent. There are many fine papers by competent geologists 
and engineers that present strong arguments that closer spacing will result in a 
greater ultimate recovery. Some argue that well spacing is an economic, rather 
than a conservation question, if the rate of production from a pool is properly 
restricted. These arguments are not well covered. Spacing must be close enough, 
and all wells at equal distances from each other, if maximum drainage and 
equity is to be accomplished in a pool. 

In view of the controversial nature of imports, it would have been better if 
the author had limited his discussion of that question to its effect on conserva- 
tion in the production of petroleum and had not gone into the broader subject, 
which would take a large book in itself to cover, and would necessitate present- 
ing both sides of the question in detail, with quotations from, and references 
to the great volume of material available. The author quotes from a booklet 
distributed by an importing company, giving its views regarding imports sup- 
plementing or supplanting domestic production. A few years prior, the president 
of the same company had publicly taken a rather different position. With one 
quoted, the other should also have been quoted. There is material available on 
the effect of imports on conservation in the production of petroleum, but none 
of that seems to have been referred to. 

In conclusion, Professor Zimmermann endorses unequivocally the petroleum 
conservation program as a socially desirable method of aiding this unique in- 
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dustry in the quest for reasonable order, but states his general conclusions are, 
by no means, complete and definitive, for, although the system has been much 
improved, it is still far from perfect. He does add some limitations to this en- 
dorsement. 

I can definitely recommend this book to anyone interested in the subject. All 
citizens would derive some benefits from reading it, because of the importance 
of the subject to our national security and economy. 

Springfield, Illinois Haroitp B. Feiu 





NOTES 


ANNUAL MEETING 


The Southern Economic Association will hold its 28th Annual Conference at 
the Hotel Atlanta Biltmore, Atlanta, Georgia, on Friday and Saturday, Novem- 
ber 21-22, 1958. The theme of the conference is THE SOUTHERN ECONOMY 
IN RETROSPECT AND PROSPECT. Among the sessions planned are the 
following: 

Friday Morning 

1. Population and Migration in the Southern Region, with papers on regional 
migration, labor-market information, and population characteristics. 

2. Structural Changes in the Southern Economy Since 1940, with papers on 
recent changes in regional income, occupational structure, and trade. 

3. Public Finance and Southern Economic Development, with papers on 
regional property taxation and state tax, spending, and debt problems and 
patterns. 

4. International Trade and Southern Economic Development, with papers on 
the international cotton outlook, the South’s stake in trade, and the shifting 
Southern political outlook. 

5. Marketing Program, to be arranged. 

6. Management Program, to be arranged. 

Friday Afternoon 

1. Industrial-Urban Development and the Southern Region, with papers 
on the contributions of regional industrial-urban development, problems and 
policies in promoting regional industrialization, and the economics of location. 

2. The Primary Industries and Southern Economic Development, with papers 
on the prospects for Southern agriculture, forestry, and coal-mining. 

3. The Negro and Southern Economic Development, with papers on the so- 
cioecomonics of race, the optimum use of Negro resources, and racial division of 
labor. 

4. Recent developments in Economic Theory, with papers on the theory of 
demand, business cycles, and economic growth. 

5. Marketing Program, to be arranged. 


Friday Night 
Presidential Address 


Saturday Morning 
1. Capital, Credit, and Southern Economic Development, with papers on 
capital formation and the capital and credit needs of Southern industry and 


agriculture. 
2. Power, Transportation, and Southern Economic Development, with papers 
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on the regional aspects of electrical power, other sources of energy, and trans- 
portation. 

3. Labor and Southern Economic Development, with papers on industrial 
technology, the minimum wage, and unionization. 

4. International Problems of Economic Development, with papers on Euro- 
pean economic integration, foreign investment in underdeveloped countries, 
and Turkey’s economic development. 


DEATHS 


Paul E. Bryant, of Charleston, West Virginia, died on September 18, 1957. 

M. Ogden Phillips, Wilson professor of economics and head of the Depart- 
ment of Economics at Washington and Lee University, died on March 25, 1958. 

Samuella V. Totty, professor of management and director of the Division 
of Business at Southern University, died on September 4, 1957. 


APPOINTMENTS AND RESIGNATIONS 


Catherine W. Abruzzi has been promoted to assistant professor of economics 
at North Carolina State College. 

Warren E. Adams, formerly assistant professor of economics at Swarthmore 
College, has been appointed assistant professor of economics at the University 
of Texas. 

Joseph Airov has been promoted to associate professor of economics at the 


School of Business Administration, Emory University. 

Burriss C. Alread has been promoted to professor and head of the Department 
of Economies and Business at Hendrix College. 

John E. Altazan, formerly at Loyola University of the South, has been ap- 
pointed associate professor of economics and chairman of the Division of Com- 
merce Studies at Louisiana State University in New Orleans. 

Robert Amazon has been appointed part-time instructor in economics, Col- 
lege of Business Administration, University of Arkansas. 

J. L. Athearn, assistant professor of insurance, University of Florida, spent 
the summer months in Seattle under a fellowship with the Northwestern Mutual 
Insurance Company. 

Ann Bailey is on leave of absence from Southern State College (Arkansas). 

Eric N. Baklanoff, formerly of Ohio State University, has been appointed 
assistant professor of foreign trade at Louisiana State University. 

Richard Baltz has been appointed part-time instructor in economics, College 
of Business Administration, University of Arkansas. 

Russell H. Baugh, professor of economics and head of the Department of 
Economics at Oklahoma State University, was a participant in the Interstate 
Conference on Labor Statistics held at Harrisburg, Pennsylvania, in June, 1958. 

Leif C. Beck has been appointed part-time instructor in business law in the 
Department of Economics and Business Administration at Duke University. 

A. F. Belote, formerly instructor in management at the University of Florida, 
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has been appointed associate professor of management at the College of William 
and Mary, Norfolk, Virginia. 

David L. Bickelhaupt has been appointed assistant professor of insurance at 
Georgia State College of Business Administration. 

J. O. Blackburn has been appointed interim instructor of economics at the 
University of Florida. 

James Horton Blackman has been appointed part-time lecturer in economics 
at the University of North Carolina for the 1958-59 academic year. 

C. P. Blair, assistant professor of international trade and resources, has been 
appointed as an assistant dean for the College of Business Administration, 
University of Texas. 

Joseph M. Bonin, of Louisiana State University, has accepted a position at 
the University of Arkansas as an assistant professor of economics. 

Allen I. Boudreaux has resigned his position as associate professor of ac- 
counting at Loyola University of the South. 

Julian H. Bradsher, assistant professor of economics at Oklahoma State 
University, served as an economics consultant at the Oklahoma City Work- 
shop in Economic Education in June, 1958. 

Louis K. Brandt, professor of economics and finance at the University of 
Mississippi, taught during the summer session of 1958 at the University of 
Wisconsin. 

T. R. Brannen, who served as a lecturer in the Department of Management, 
University of Florida, during the spring semester, has been appointed dean of 
the School of Business Administration, University of Kansas City. 

John H. Brashear, lecturer in economics at the Woman’s College of the 
University of North Carolina, received a Ford Foundation Fellowship to par- 
ticipate in the seminar in International Trade held at Duke University during 
the summer of 1958. 

J. Herman Brasseaux, formerly at Louisana State University, has accepted 
a position at Louisiana Polytechnic Institue as associate professor of ac- 
counting. 

Christine A. Broom has resigned her position at Southern University to do 
advanced study. 

Harry Gunnison Brown has retired as professor of economics at the Univer- 
sity of Mississippi. 

Richard W. Bryan, professor of finance and economics at Louisiana Poly- 
technic Institute, retired June 1 of this year. 

George E. Bullard has been promoted to assistant professor of economics at 
Mississippi State University of Agriculture and Applied Science. 

John Buss, most recently from the University of Heidelberg, has been added 
to the Business Administration staff at Arkansas State College. 

James A. Byrd has resigned his position of assistant professor of finance in 
the College of Business Administration, University of Texas, and accepted an 
appointment as economic adviser for the National Bank of Commerce in 


Houston. ; 
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James A. Caldwell, formerly at Louisiana State University, has accepted a 
position at Georgia Institute of Technology as associate professor of economics. 

Chris Carratt, chairman of the Division of Business, Florida Southern Col- 
lege, left his institution in June to take a two-year world tour. 

James G. Carter, formerly with Ohio State University, has been appointed 
associate professor in the College of Business Administration, University of 
Georgia. 

Jack W. Cashin has been promoted to associate professor of finance in the 
College of Business Administration, University of Texas. 

Ira C. Castles has been appointed associate professor of economics at Delta 
State College. 

John Champion, assistant professor of management at Georgia State College 
of Business Administration, has returned after a leave of absence during which 
he completed his Ph. D. degree. 

Frank J. Charvat has been promoted to associate professor of business ad- 
ministration at the School of Business Administration, Emory University. 

Richard C. Chewning has been appointed instructor in business administra- 
tion in the School of Business Administration of the University of Richmond 
for the session 1958-59. 

Avery B. Cohan, lecturer in economics at the University of North Carolina, 
has been appointed an editor of the Southern Economic Journal for the academic 
year 1958-1959 by that institution. 

Lawrence C. Conwill has resigned as assistant professor of accounting at 
Delta State College. 

Dudley J. Cowden has returned to his teaching duties at the University of 
North Carolina after having spent the past academic year at the University of 
London. 

T. Hillard Cox resigned from Virginia Polytechnic Institute as of April 1 to 
accept a position with the Iranian Government. 

Arnold Eugene Crotty has been appointed part-time instructor in accounting 
at the University of North Carolina. 

Fay M. Culpepper has been appointed instructor in accounting in the De- 
partment of Economics and Business Administration at Duke University. 

Edward W. Cundiff, formerly of Syracuse University, has been appointed 
professor of marketing in the College of Business Administration, University 
of Texas. 

C. C. Curtis, formerly assistant professor at Rensselaer Polytechnic Institute, 
has been appointed assistant professor of real estate at the University of 
Florida. 

Alfred G. Dale, who has been on leave during 1957-58 under a fellowship 
from the Ford Foundation, has been promoted to assistant professor of statis- 
tics in the College of Business Administration, University of Texas. 

James Davis has been promoted to associate professor in business at Harding 
College. 

John A. Davis has been named acting head of the Department of Economics 
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at Mississippi State University of Agriculture and Applied Science effective 
July 1, 1958. 

Leslie Davis has been promoted to associate professor at Mississippi State 
University of Agriculture and Applied Science. 

A. H. Dehner has resigned his position as professor in the Real Estate De- 
partment, University of Florida, to accept the headship in the Department of 
Economics and Business Administration at Williamette University. 

C. T. Devine, professor of accounting, University of Florida, is on leave of 
absence as visiting professor, University of California, Berkley, during the 
academic year 1958-59. 

Eugene J. Devine, acting assistant professor of economics at the University 
of Mississippi, has accepted a position at the University of Portland. 

Joseph Victor DiBerardino has been appointed part-time instructor in eco- 
nomics at the University of North Carolina. 

Robert L. Dickens, associate professor of accounting at Duke University, 
will be teaching part-time during the next academic year. He has received a 
Research and Marketing Act Contract from the United States Department of 
Agriculture. 

E. Kidd Dockard, formerly at West Virginia Wesleyan College, has joined 
the faculty of Guilford College as associate professor of economics and business 
administration. 

Evsey D. Domar, professor of political economy at The Johns Hopkins Uni- 
versity, has resigned to accept a similar position at Massachusetts Institute 
of Technology. 

C. H. Donovan, head of the Economics Department, University of Florida, 
has accepted a Fulbright lectureship for six months in India at Karnatak Uni- 
versity. 

James Douthit, formerly at the University of Arkansas, has been appointed 
instructor in business at Arkansas State College. 

Don Doty, of West Salem, Illinois, has left the grain business to accept a 
position as part-time instructor in economics, College of Business Administra- 
tion, University of Arkansas. 

Selby Downer, assistant professor of marketing at the University of Missis- 
sippi, spent the summer at the University of lowa doing graduate work. 

Walter E. Dozier has resigned his position at Southern University. 

L. A. Drewry, Jr., has resigned as instructor of economics at North Carolina 
State College to accept a position as assistant professor of economics at Queens 
College. 

James Dunlap has been appointed part-time instructor in economics, Col- 
lege of Business Administration, University of Arkansas. 

Edgar S. Dunn, Jr., professor of economics at the University of Florida, has 
been granted a leave of absence for the academic year 1958-59 to accept an 
appointment in Paris as economic advisor to the Organization for European 
Economic Cooperation. His work will consist of reviewing the existing effort 
of the under-developed area program of the European Productivity Agency. 
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Richard M. Duvall has been appointed part-time instructor in economics 
at the University of North Carolina. 

L. Ward Edwards has been appointed instructor in business administration at 
Virginia Polytechnic Institute. 

J. G. Eldridge, visiting professor of economics at Rollins College, has retired. 

Fred R. Endsley, formerly with Indiana University, has been appointed as- 
sistant professor in the College of Business Administration, University of 
Georgia. 

Clyde L. Erwin, instructor of economics at the University of Mississippi, 
taught at Florence State College during the summer of 1958. 

Rashi Fein, who has been promoted to associate professor of economics at 
the University of North Carolina, is on leave of absence during the 1958-59 
academic year to work as a statistician with the Department of Commerce in 
Washington, D. C. 

Russell C. Ferrington, assistant professor of accounting at Louisiana Poly- 
technic Institute, has been granted a two-year leave of absence for advanced 
study. 

David A. Finley has been appointed part-time instructor in finance at the 
University of North Carolina. 

W. Baker Flowers has resigned his position as instructor of accounting in 
the College of Business Administration, University of Texas, and accepted an 
appointment to the faculty of the University of Washington. 

Ben L. Forbes has resigned as chairman, Department of Accounting, at Mis- 
sissippi Southern College to complete work on the Ph.D. at the University of 
Illinois. 

Dennis Ford, Jr. has resigned as assistant professor of management in the 
College of Business Administration, University of Texas, and accepted an ap- 
pointment to the faculty of Texas College of Arts and Industries. 

W. M. Fox, associate professor in the Department of Management, Univer- 
sity of Florida, has accepted a Fulbright lecturing award at the Helsinki School 
of Economics in Finland for 1958-59. 

Gordon 8. Fyfe, assistant professor of marketing at the University of North 
Carolina, has returned to his teaching duties after a year’s leave of absence 
during which he continued his doctoral studies at Syracuse University. 

Gerald Gibbons has resigned as part-time instructor of business law in the 
Department of Economics and Business Administration at Duke University to 
accept a position as assistant professor in the School of Law at Mercer Uni- 
versity. 

O. T. Gooden has retired as head of the Department of Economics and 
Business at Hendrix College. 

Wendell! C. Gordon has been promoted to professor of economics at the Uni- 
versity of Texas. 

James E. Greene has been appointed assistant professor and director of 
guidance at Georgia State College of Business Administration. 

Albert Griffin has been promoted to professor of business administration at 
the School of Business Administration, Emory University. 
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Percy L. Guyton has been promoted to professor of economics at Memphis 
State University. 

Herbert R. Hahn has been appointed visiting assistant professor in the 
Department of Economics and Business Administration, Duke University. 

Bob Hall has been appointed part-time instructor in economics, College of 
Business Administration, University of Arkansas. 

George W. Hardbeck has been appointed associate professor of economics 
at Louisiana Polytechnic Institute. He was recently awarded a Ph. D. in eco- 
nomics at the University of Illinois. 

Floyd Harper has been appointed professor of actuarial science at Georgia 
State College of Business Administration. 

Dale 8. Harwood, Jr. has resigned as assistant professor of accounting in the 
College of Business Administration, University of Texas, and accepted an ap- 
pointment to the faculty of the University of Georgia. 

Richard Hauby has joined the faculty at Mississippi Southern College as 
assistant professor of economics. 

Rolf Hayn, professor of economics at the University of Oklahoma, has ac- 
cepted a Fulbright award to Argentina for the first semester of 1958-59. 

Milton 8S. Heath, professor of economics at the University of North Carolina, 
has returned to his teaching duties after a year’s leave of absence during which 
time he held a Ford Foundation Faculty Research Fellowship. 

W. A. Heffelginger, formerly assistant treasurer of the University of Ar- 
kansas, is now a member of the staff of the Bureau of Business and Economic 
Research, College of Business Administration, University of Arkansas. 

Henry Weldon Hewetson, associate professor of economics and business 
administration at Mary Washington College, is doing research on the growth of 
cities in the United States, under a grant from the Virginia University Center. 

C. Addison Hickman, dean of the School of General Studies and acting head 
of the Department of Economics at North Carolina State College, has been 
appointed a member of the board of editors of the Southern Economic Journal 
for the academic year 1958-59 by the Southern Economic Association. 

William T. Hicks, chairman of the Department of Economics and Business 
Administration at the University of Mississippi, is serving as consultant to the 
Central Territories Traffic Commerce Bureau, Eastern Railroads. 

Benjamin Higgins, of the Center for International Studies, Massachusetts 
Institute of Technology, has been granted a leave of absence to serve as visiting 
professor of economics at the University of Texas during the fall semester of 
1958-59. 

Don W. Hill, formerly research associate with the American Telephone 
Company, has been appointed assistant professor of business administration 
at Rollins College. 

Abraham Hirsch, who has spent the last two academic years on leave from 
the College of William and Mary in teaching at Robert College, Istanbul, re- 
turned to his duties at the College in September. 

Kenneth Holcomb has returned from Lamar State College to the College of 
Business Administration, University of Arkansas, as a part-time instructor. 
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Stephen Homick, formerly with Georgia Teachers College, has been ap- 
pointed assistant professor in the College of Business Administration, Univer- 
sity of Georgia. 

Franklin P. Howard, formerly at the University of Virginia, has accepted a 
position as associate professor of economics at the University of Mississippi. 

Robert C. Howell has been named lecturer in business writing in the College 
of Business Administration, University of Texas. 

Patrick Huntley has resigned as instructor of economics in the Department 
of Economics and Business Administration at Duke University to accept a 
position of assistant to the dean and lecturer in economics at the University of 
Arizona. 

F. L. Hutchinson has been appointed associate professor of accounting at 
Mississippi State University of Agriculture and Applied Science. 

M. Leslie Infinger, of The Citadel, was a fellow during the past summer at 
the Case Institute Economics-In-Action Program. 

Warren L. Jensen, formerly with Carroll College, has been appointed assist- 
ant professor at the College of Business Administration, University of Georgia. 

Maximillian Bughardt Jones has been appointed part-time instructor in 
personnel at the University of North Carolina. 

Wilton Jones, who received his M. 8. degree in agricultural economics at 
Clemson College last summer, has become a research assistant in agricultural 
economics at North Carolina State College. 

Bryce D. Jordon has been granted a leave of absence from Mississippi South- 
ern College to do graduate work at the University of Alabama. 

Archie Joyner, III, has been appointed part-time instructor in business law 
in the Department of Economies and Business Administration at Duke Uni- 
versity. 

Paul Junk, formerly of the Federal Reserve Bank of Chicago, has been ap- 
pointed assistant professor of economics at the University of Missouri. 

M. J. Kafoglis, formerly instructor of economics at Ohio State University, 
has been appointed assistant professor of economics at the University of 
Florida. 

A. D. H. Kaplan, formerly of Brookings Institution, has been apointed pro- 
fessor of economics at Rollins College. 

Randolph G. Kinabrew, professor of economics at the University of Mis- 
sissippi, attended the regional seminar in economics at Duke University this 
past summer. 

Donald Carlton King has been appointed part-time instructor in economics at 
the University of North Carolina. 

John J. Klein, assistant professor of economics at Oklahoma State Univer- 
sity, spent the summer as a member of the research staff of the Department of 
Commerce and Industry of the State of Oklahoma. 

Robert Lee Knox has been appointed part-time instructor in economics at 
the University of North Carolina. 

Alexander Kondanasis has accepted an appointment as assistant professor of 
economics at the University of Oklahoma. 





NOTES 255 


Adamantia P. Koslin is visiting professor of economics at the University of 
Oklahoma for the academic year of 1958-59. 

Charles E. Landon, professor of economics at Duke University, is on sab- 
batical leave for the first semester of 1958-59. 

Emanuel M. Last directed the fourth annual session of the Executive De- 
velopment Program of the School of Business Administration of the Univer- 
sity of Richmond during June—July 1958. 

Jack W. Ledbetter has been appointed assistant professor of business law 
in the College of Business Administration, University of Texas. 

Marvin Elihu Lee has been awarded the Ernest H. Abernethy Fellowship in 
Southern Industry at the University of North Carolina for the 1958-59 aca- 
demic year. 

Richard H. Leftwich, professor of economics at Oklahoma State University, 
was a discussion leader in the Political Economy Conference at the University 
of North Carolina in June, 1958. 

H. H. Liebhafsky has been promoted to associate professor of economics at 
the University of Texas. 

B. J. Lindler, of Clemson College, has joined the National Cotton Council 
with offices in Columbia, 8. C. 

Glen C. Lindsey has been appointed instructor in economics and business 
administration at Davidson College. 

Stanley Todd Lowry, formerly at Louisiana State University, has accepted a 
position at East Carolina College as assistant professor of economics. 

Gordon W. Ludolf has been appointed instructor in economics in the School 
of Business Administration of the University of Richmond for the session 
1958-59. 

Jean Dancer Lunn has been appointed assistant professor of business educa- 
tion at Georgia State College of Business Administration. 

Gene McClung, from East Texas State Teachers College, has been appointed 
head of the Accounting Department at Arkansas Polytechnic College. 

J. B. MeFerrin, director of Graduate Studies, University of Florida, spent 
the summer with the Beneficial Management Corp., Morristown, New Jersey 
on the College-Business Exchange program. 

E. Karl McGinnis, professor of business law and real estate in the College 
of Business Administration, University of Texas, retired at the end of January, 
1958, and has been named professor emeritus. 

H. C. McLellan, formerly assistant agricultural economist at Clemson Col- 
lege, has become assistant business manager for the Athletic Department at 
Clemson. 

Charles F. Marsh has resigned his position as dean of the Faculty and Chan- 
cellor professor of economics and business administration at the College of 
William and Mary to become President of Wofford College, Spartanburg, 
South Carolina, as of September 1, 1958. 

Francis B. May has been promoted to associate professor of business statis- 
ties in the College of Business Administration, University of Texas. 
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N. A. Mercer, formerly assistant professor of economics, University of Flor- 
ida, has been appointed associate professor of economics at Union College. 

Robert E. Miller, formerly assistant professor of economics at the University 
of California at Los Angeles, was appointed assistant professor of business 
administration at The Citadel as of last September. 

Amos Monroe Moore has been awarded a doctoral dissertation fellowship by 
the Ford Foundation for the 1958-59 academic year. 

Grady Mullenix, formerly of the University of Texas, has been appointed 
associate professor of industrial relations at Fresno State College. 

Edwin W. Mumma, associate professor of management, has been appointed 
as an assistant dean in the College of Business Administration, University of 
Texas. 

Charles Myler has been appointed assistant professor of marketing at Loyola 
University of the South. 

Walter C. Neale, formerly instructor in economics at Yale University, has 
been appointed assistant professor of economics at the University of Texas. 

Judson Neff has been appointed professor of management in the College of 
Business Administration, University of Texas. 

W. E. Newbolt, formerly chairman of the Department of Economics, Berea 
College, has been appointed instructor of accounting, University of Florida. 

Clifford Frank Owen, formerly at the University of Virginia, has been ap- 
pointed associate professor of economics at the College of William and Mary. 

Jeanne Owen has been promoted to associate professor of business law in the 
School of Business Administration at Wake Forest College. 

John E. Owen, of Florida Southern College, has been granted a leave of 
absence to serve as a Fulbright lecturer at the University of Dacca, Pakistan, 
during 1958-59. 

T. Hardie Park, of Vanderbilt University, has been appointed assistant pro- 
fessor of economics at North Carolina State College. 

John Paschall has resigned as instructor in economics at Arkansas A. & M. 
College to accept a position with South-western Publishing Company. 

John Gillis Pate, Jr. has been appointed assistant professor in the College 
of Business Administration, University of Georgia. 

W. Nelson Peach, professor of economics, has returned to the University of 
Oklahoma after two years’ leave of absence at the University of Karachi, 
Pakistan. 

Alvarene Peache has been appointed teacher of general business and office 
practices at Southern State College (Arkansas). 

Ralph William Pfouts has been promoted to professor of economics at the 
University of North Carolina. 

Clarence E. Philbrook, professor of economics at the University of North 
Carolina, is on leave of absence during the 1958-59 academic year in order to 
pursue research under the support of the William Volker Fund. He organized 
and directed the Third Annual Political Economy Conference that was held in 
Chapel Hill, N. C., from June 4 to 13. 
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Benjamin R. Powel has been appointed lecturer in business writing in the 
College of Business Administration, University of Texas. 

Parley M. Pratt, assistant professor of marketing, has been appointed direc- 
tor of placement for the College of Business Administration, University of 
Texas. 

Jim E. Reese, professor of economics at the University of Oklahoma, is on a 
year’s leave of absence to serve as economist for the Joint Council of Economic 
Education. 

Jesse Richardson has been appointed part-time instructor in economies, 
College of Business Administration, University of Arkansas. 

Norman H. Ringstrom, professor of marketing at Oklahoma State Univer- 
sity, has been appointed acting director of Business Extension at Oklahoma 
State University. During June, 1958, he was a management consultant at 
Tinker Air Force Base, Oklahoma City. 

Costic Roman, professor and head of the Department of Management at 
Oklahoma State University, spent the summer as a consultant in the Comptrol- 
ler’s Department of Standard Oil Company of New Jersey. 

Samuel Rosenblatt has been appointed instructor in economics at Randolph- 
Macon Woman’s College. 

Francis Rossner has been appointed part-time instructor in economics at the 
University of North Carolina. 

Richard Lamar Rowan has been appointed part-time instructor in economics 
at the University of North Carolina. 

Robert W. Ryan has returned to his position as instructor in business writ- 
ing in the College of Business Administration, University of Texas, after a 
year’s leave of absence spent with the Southwest Research Institute in San 
Antonio. 

Warren J. Samuels has been appointed assistant professor of economics at 
Georgia State College of Business Administration. 

Thomas C. Sanders has been appointed acting director of the Evening Divi- 
sion of the School of Business Administration of the University of Richmond. 

M. C. Schnitzer, formerly assistant professor of economics, University of 
Arkansas, has been appointed instructor of economics, University of Florida. 

Wendell D. Schoch, professor of business eduction, has retired from the 
Business School, University of Miami, after devoting a lifetime to teaching. 

Stuart Schwarzschild has been appointed assistant professor of insurance at 
Georgia State College of Business Administration. 

John Shock has been appointed associate professor of business and economics 
at Hendrix College. 

Andre Simmons, instructor of economics, University of Florida, has been 
granted a leave of absence to study at the London School on a Southern Fellow- 
ship Fund Award. 

Edward C. Simmons, professor of economics, is on leave of absence from 
Duke University for the year of 1958-59. He has been granted a Ford Founda- 
tion Faculty Research Fellowship. 
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William A. Simmons has been promoted to professor of accounting at 
Mississippi State University of Agriculture and Applied Sciences. 

Jerry Simpson has accepted an appointment as assistant professor of eco- 
nomics at Texas Christian University. 

Roy Smathers has been appointed instructor in business administration at 
Virginia Polytechnic Institute. 

Cecil Lemoyne Smith is teaching in the Secretarial Department, Arkansas 
Polytechnic College. 

Houston D. Smith has been appointed assistant professor of accounting at 
Georgia State College of Business Administration. 

Eldred C. Speck has been appointed assistant professor of accounting in the 
School of Business Administration of the University of Miami. 

John H. D. Spencer has been promoted to professor of management at 
Mississippi State University of Agriculture and Applied Science. 

Darrell Spriggs has been promoted to professor of economics, College of 
Business Administration, University of Arkansas. 

Lorna Stokenbury has been appointed part-time instructor in management, 
College of Business Administration, University of Arkansas. 

A. W. Stonier, of the Department of Political Economy, University College, 
London, is visiting professor of economics at Duke University for the first 
semester of 1958-59. 

Florence M. Stullken, assistant professor of secretarial studies in the College 
of Business Administration, University of Texas, retired at the end of the 1958 
summer session. 

Myrick Sublette, associate professor of political science (who also teaches 
courses in economics) at Mary Washington College, was at Case Institute of 
Technology last summer on a Fellowship in Economics-in-Action. 

Floyd Swann, instructor in management in the School of Business Adminis- 
tration, University of Miami, has resigned to pursue graduate work at the 
Harvard Business School. 

Eugene L. Swearingen, professor of economics and dean of the College of 
Business at Oklahoma State University, participated in the Case Method 
Seminar conducted by the Harvard Graduate School of Business Administration 
during June and July, 1958. 

Albion G. Taylor has been appointed emeritus Chancellor professor of politi- 
cal economy at the College of William and Mary. 

Wendell Thomas has returned to Clemson College as assistant agricultural 
economist after a two-years’ leave at Pennsylvania State University. 

Henry Thomassen has returned to Georgia State College of Business Ad- 
ministration as associate professor of economics after a year at Prudential 
Life Insurance Company, New York. 

Jack Edwards Thornton has been appointed part-time instructor in eco- 
nomics at the University of North Carolina. 

R. W. Travis, formerly associate professor of real estate, University of 
Florida, has been appointed associate professor, San Jose College. 
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Ralph N. Traxler, Jr. has been promoted to associate professor of business 
administration at the School of Business Administration, Emory University. 

Wallace Trevillian, head of Industrial Management at Clemson College, 
was a fellow during the past summer at the Case Institute Economics-In-Action 
Program. 

Samuel Eugene Trotter has been appointed professor of finance at Mississippi 
State University of Agriculture and Applied Science. 

L. C. Underwood has been promoted to assistant professor of economics at 
Harding College. 

Dwight D. Vines, formerly of Louisiana State University, has accepted a 
position at Northeast Louisiana State College as an assistant professor. 

John 8. Wagle, professor of marketing at Oklahoma State University, spent 
the summer as a management consultant at Tinker Air Force Base, Oklahoma 
City. 

W. Macbeth Wagnon has been appointed part-time instructor in business 
law in the Department of Economics and Business Administration at Duke 
University. 

Claude Walker has been appointed professor of management in the School of 
Business Administration, University of Miami. 

W. L. Roy Wellborne has been made chairman, Division of Business Ad- 
ministration and Social Sciences, Harding College. 

John Arch White, professor of accounting, has been appointed acting dean of 
the College of Business Administration, University of Texas. 

Rudolph White has been appointed associate professor of industrial rela- 
tions at Mississippi State University of Agriculture and Applied Science. 

Arthur M. Whitehill, Jr., Reynolds professor of human relations in industry, 
has returned to his teaching duties at the University of North Carolina after 
having spent the past year as a Fulbright Fellow lecturing at Keio University 
in Japan. 

W. T. Whitesel, formerly at Winona College, has been appointed associate 
professor of finance and economics at Louisiana Polytechnic Institute. 

Ned Williams, assistant professor of economics at the University of Missis- 
sippi, was on leave of absence during the spring semester of 1958 and attended 
Columbia University. 

Sherwin O. Williams, formerly at the University of Mississippi, is teaching 
accounting at Ouachita College. 

John Wittman has been appointed part-time instructor in economics, College 
of Business Administration, University of Arkansas. 

Ralph S. Wofford has been appointed associate professor of accounting at 
Mississippi State University of Agriculture and Applied Science. 

J. Harry Wood, professor of finance and editor of the CLU Journal, has been 
granted a one-year leave of absence from the School of Business Administra- 
tion, University of Miami. 

George M. Woodward, formerly at the University of North Carolina where 
he received his Ph.D. in June, has been appointed professor of economics at the 
University of Mississippi. 
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William P. Yohe, formerly of the University of Michigan, has been appointed 
assistant professor of economics at Duke University. 

John Yurkow has been appointed assistant professor of accounting at Delta 
State College. 

Eli Zubay has been appointed associate professor of actuarial science at 
Georgia State College of Business Administration. 


NEW MEMBERS 

The following names have been added to the membership of the Southern 
Economie Association: 

Robert E. Bell, Westinghouse Electric Corporation, Atlanta, Ga. 

Louise Camborn Chapman, Memphis State College, Memphis, Tenn. 

Carson D. Evans, Barnwell Producers Credit Association, Barnwell, 8S. C. 

Frank H. Jackson, Florida State University, Tallahassee, Fla. 

Herman J. Kloepfer, Knoxville College, Knoxville, Tenn. 

Joseph L. Massie, University of Kentucky, Lexington, Ky. 

W. W. Morris, Westinghouse Electric Corporation, Pittsburgh, Pa. 

Karl O. Nggaakd, B. F. Goodrich Company, Akron, O. 

Spencer M. Overton, Wachovia Bank & Trust Company, Durham, N. C. 

John M. Peterson, 1223 McAlmont Street, Little Rock, Ark. 

Robert M. Young, Federal Reserve Bank of Atlanta, Atlanta, Ga. 

John W. Dietrich, Norfolk-Portsmouth Newspapers, Norfolk, Va. 

Jack Clarke, Freestate Industrial Development Company, Shreveport, La. 

J. Murray Durham, National Bank of Bossier City, Bossier City, La. 

Philip M. Webster, 1609 Adelia Place, Atlanta, Ga. 

Robert M. Jaeger, Southern Research Institute, Birmingham, Ala. 

Ralph McDonald, Jr., McDonald Beaumont Equipment Company, Newport, 
Ark. 

Sam Koltun, 4432 Perkins Road, Baton Rouge, La. 

L. M. Dugger, Market Research, Atlanta, Ga. 

Robert B. Williams, Federal Reserve Bank of Dallas, Dallas, Tex. 

William Q. Egan, John Sutton & Company, Atlanta, Ga. 
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York: Columbia University Press, 1958. Pp. 155. Paper, $1.50. 

Vazsonyi, Andrew. Scientific Programming in Business and Industry. New 
York: John Wiley & Sons, 1958. Pp. xix, 474. $13.50. 

von-Gersdorff, Ralph. Masznahmen zur Férderung der privaten Kapitalbildung 
im Portugiesischen Reich: Sparméglichkeiten und Finanzierungsmethoden 
in Entwicklungsgebieten. Zurich, Switzerland: Polygraphischer Verlag Ag, 
1958. Pp. XVI, 265. Paper, Swiss Fr.12,45. 

Walker, Helen M. and Lev, Joseph. Elementary Statistical Methods. Rev. ed. 
New York: Henry Holt and Company, 1958. Pp. xvi, 302. $4.75. 

Wilcock, Richard C. and Sobel, Irvin. Small City Job Markets: The Labor 
Market Behavior of Firms and Workers. Urbana, Ill.: Institute of Labor 
and Industrial Relations, University of Illinois, 1958. Pp. 170. $3.50. 

Wyatt, John W. and Wyatt, Madie B. Business Law: Principles and Cases. New 
York: MeGraw-Hill Book Company, 1958. Pp. xxi, 866. $7.50. 

Zolotas, Xenophon. Monetary Stability and Economic Development. Athens, 
Greece: Bank of Greece, 1958. Pp. 33. 











New RONALD Books... 








Theoretical Economic Systems 


— A Comparative Analysis 
WALTER S. BUCKINGHAM, Jr,, Georgia Institute of Technology 


This comprehensive textbook classifies, 
summarizes, and evaluates the leading 
theories advanced to explain the operation 
of the major types of economic systems. Pur- 
posely avoiding detailed or technical discus- 
sion, the purely theoretical orientation is 
directed toward better student understand- 
ing of modern economies in practice and 
devteine. The book presents a careful, well- 


founded analysis of comparative economics, 
covering both the recent and _ historical 
events which led to the modern economies 
and the direction in which they seem to be 
headed. The author discusses and evaluates 
the latest developments in the major indus- 
trial nations, and the political and social 
influences which affect them. 518 pp. 


Advertising Copy, Layout, 
and Typography 


HUGH G. WALES, University of lilinois; DWIGHT L. GENTRY, 
University of Maryland; and MAX WALES, University of Oregon 


An integrated presentation of the prin- 
ciples of creative advertising designed for 
the combined course in copy and layout. 
Equally suitable for separate courses in 
these subjects, this book shows how copy, 
layout, and typography must combine to 
achieve a single effect. Emphasis is placed 
on fundamentals; basic principles are dem- 
onstrated by illustrations from the whole 


range of modern advertising and the appli- 
eation of practical, simplified techniques 
following the sequence of actual ad creation. 
Ample problem material, numerous labora- 
tory assignments. ‘‘. . . fills a definite need 
in its field as a working textbook for students.”’ 
John Crawford, Michigan State University. 

166 ills.; 491 pp. 


Organization and Management 


in Industry and Business — 4th Edition 


WILLIAM B. CORNELL, New York University; 
Revised by HUXLEY MADEHEIM, The City College of New York 


A complete guide to the fundamental prin- 
ciples and successful practices of organizing, 
managing, and operating a business or in- 
dustrial enterprise under today’s complex 
conditions. This outstanding college text- 
book fully describes the general operation 
of a business, the working of each depart- 
ment, and all the vital functions connected 


with the manufacturing of products. Dis- 
cussions follow the departmental setup of 
the industrial plant and embrace latest 
applications of linear programming, per- 
sonnel administration, office management, 
marketing, and finance. 

122 ills.; 579 pp. 


Motor Transportation 


— Principles and Practices 


WILLIAM J. HUDSON, General Services Administration; 
and JAMES A. CONSTANTIN, University of Oklahoma 


This authoritative textbook presents a 
thorough study of the motor carrier industry 
and its role in our economy. The book dis- 
cusses the principles under which the indus- 
try operates, the significance of its struc- 
ture, the scope of its regulation, and the 
problems with which it is faced. It also 


describes and analyzes the national highway 
system and the problems of oe admin- 
istration and finance, particularly as these 
affect interstate trucking operations. ‘7'his 
ts by all odds the best available book on motor 
transportation.”’ Ernest W. Williams, Co- 
lumbia University. 71 ills., tables; 703 pp. 








THE RONALD PRESS COMPANY 
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REAL ESTATE PRINCIPLES AND PRACTICES 
by PRESTON MARTIN, University of Southern California 


With emphasis on urban dwellings, this book follows the “life 
cycle’’ of real property from its rural status through development, 
building, sale, financing, appraisal, blight and redevelopment, 
including a discussion of the impact of federal housing policies on 
real estate. A professor comments: ‘I am of the conviction that 
Professor Martin has done an outstanding piece of work. You fully 
realize his creation is almost wholly original and in many respects 
revolutionary. Nothing on the market compares to his approach 
and presentation. ... The author has combined the social, eco- 
nomic, political, financial, construction and ownership aspects in a 
truly original and unique manner.” Coming January 1959 


MANAGEMENT PRINCIPLES AND PRACTICES 

by DALTON E. McFARLAND, Michigan State University 

Drawing upon his industrial and academic experience, the author 
stresses the importance of social science and human relations re- 
search in all phases of management. Study questions, case materials, 
and reference guides supplement the text. 

1958 612 pages $6.95 (text edition) 
THE INTERNATIONAL ECONOMY, Revised Edition 

by PAUL T. ELLSWORTH, University of Wisconsin 


Condensed and brought up to date, this thorough revision high- 
lights a more rigorous, systematic presentation of the theory of 
international economics. 

1958 $13 pages $6.75 


GOLD, CREDIT, NATIONAL INCOME AND EMPLOYMENT 


by ERICH SCHNEIDER 
Fall 1958 


INTERNATIONAL ECONOMIC PAPERS, No. 8 


Fall 1958 


CLASSICS IN THE THEORY OF PUBLIC FINANCE 

by RICHARD A. MUSGRAVE, University of Michigan and ALAN 
T. PEACOCK, University of Edinburgh 

1958 244 pages $6.00 


HOUSING: A FACTUAL ANALYSIS 


by GLENN H. BEYER, Cornell University 
1958 355 pages $6.75 (text edition) 
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A Checklist of McGraw-Hill Books 
on Business and Economics 
Published During 1958- 


Bassie—Economic Forecasting 

Bratt—Business Forecasting 

Brewster—Antitrust and American Business Abroad 

Calhoon, Noland & Whitehili—Cases on Human Relations in Management 
Canfield—Salesmanship, 3rd edition 


Chamberlain—Labor 
Sourcebook on Labor 


Duesenberry— Business Cycles and Economic Growth 


Easton & Newton—Accounting and the Analysis of Financial Data (Stu- 
dent Workbook available) 


Frasure & Rossell—Demonstration Problems in Accounting Fundamentals 

Hamilton & Bronson—Pensions 

Heimer—Management for Engineers 

Henderson & Quandt—Microeconomic Theory 

Kindleberger—Economic Development 

Samuelson—Economics, 4th edition (Study Guide and Workbook avail- 
able) 

Samuelson, Bishop & Coleman—Readings in Economics, 3rd edition 

Selekman, Selekman & Fuller—Problems in Labor Relations, 2nd edition 

Wyatt& Wyatt-——Business Law (Student Workbook available) 


... and, ready in January 1959 
for Second Semester Classes— 


Allen, Buchanan & Colberg—Prices, Income, and Public Policy, 2nd edition 


Bethel, Atwater, Smith & Stackman—Essentials of Industrial Management, 
2nd edition 


Clough—The Economic Development of Western Civilization 
Harbison & Ibrahim—Human Resources for Egyptian Enterprise 
Koontz & O'Donnell—Principles of Management, 2nd edition 
Russell & Beach—Textbook of Salesmanship, 6th edition 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, INC. 


330 West 42nd Street, New York 36, N. Y. 
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TWO BOOKS JUST PUBLISHED 








PRINCIPLES OF FINANCE 


By Dauten and Welshans 


Here is a new basic principles textbook in the field of finance. This book is 
intended for the first course in finance. It presents the functions, principles, in- 
stitutions, practices, procedures, and problems of the whole area of finance. The 
contents cover short-term business financing, long-term business financing, 
financing special areas of business, financing the consumer, monetary system, 


and monetary policies and problems. 








OUR COMPETITIVE SYSTEM 
AND PUBLIC POLICY 


By Thomas J. Anderson, Jr. 


This new book is designed as a basic text for courses dealing with competi- 
tion, monopoly, and public policy. It is also suitable as a source of collateral 
reading. The contents cover competition and monopoly in factor use and ex- 
change, competition and monopoly in American enterprise, American policies 
affecting competition and monopoly, and a summary of policy considerations 


and proposals. 








SOUTH-WESTERN PUBLISHING CO. 


(Specialists in Business and Economic Education) 


Cincinnati 27 New Rochelle, N. Y. Chicago 5 San Francisco 3 Dallas 2 


When you write to our advertisers, please mention The Southern Economic Journal 








Books from Chapel Hill 


ECONOMIC DEVELOPMENT IN THE 
SOUTHERN PIEDMONT, 1860-1950 
Its Impact on Agriculture 


by ANTHONY M. TANG, Vanderbilt 
University 





NORTH CAROLINA 
AN ECONOMIC AND SOCIAL PROFILE 


by S. HUNTINGTON HOBBS, JR., 
University of North Carolina 





STATE REGULATION OF 
COMMERCIAL MOTOR CARRIERS 
IN NORTH CAROLINA 


by CLYDE C. CARTER, University of 
North Carolina 








THIS EMPIRICAL STUDY OF A CARE- 
fully selected Southern area examines the 
more popular, but hitherto largely untested, 
explanations of the persistent problem of 
low incomes in some of our agricultural 
areas. By exhaustive historical investiga 
tion, skillful use of available data, and care- 
ful statistical analyses, the author shows the 
relevance of the various explanations. He 
offers both many definitive findings concern- 
ing the nature and causes of the resource 
and income problem of the depressed farm 
area and positive proposals for promoting 
the needed adjustments. £6.00 


A FACT-FILLED SOURCE BOOK, CON 
taining 143 tables, maps, and charts, which 
makes available in one volume much valu- 
able, unbiased information on the state's 
human and natural resources, economic 
problems, and institutions and which high- 
lights the direction toward which North 
Carolina’s future points. $6.00 


AN EXAMINATION AND HISTORY OF 
the development, structure, and authority 
of the two regulatory commissions primarily 
responsible for the motor transportation 
industry in the state; the regulatory 
statutes, the roles and influence of the courts 
and the special-interest groups; the major 
administrative problems in a divided and 
diffused regulatory authority; and recom- 
mendations for the more effective protection 
of the public interest. $5.00 


THE UNIVERSITY OF NORTH CAROLINA PRESS 
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American Economic Review 


VOLUME XLVIII September 1958 NUMBER 4 


ARTICLES 

SovieT AND AMERICAN INVENTORY-OvuTPUT RaTIOs isiees R. W. Campbell 
Tue Frem ww Ittyrta: MARKET SYNDICALISM... .Benjamin Ward 
PROGRESSIVE TAXATION IN AN INFLATIONARY Economy E. J. Misham and L. A. Dicks-Mireaux 
Tue Size DistrisuTION OF Business FirMs .....H. A. Simon and C. P. Bonini 
Tue Constancy oF RELATIVE SHARES ' Gaunt ..R. M. Solow 
Economic Prospiems rn Arr Force Locistics ' ...Horst Mendershausen 


COMMUNICATIONS 
ConsuMER Loans AND GENERAL CREDIT CONDITIONS i ; Paul Smith 
Tue Income Tax anp DepuctiBLe Costs ine dumee ..J. N. Morgan 
Korea’s MONETARY AND Fiscal SysTEMs: 
COMMENT .Louis de Alessi and Robert Evans 
COMMENT , ‘ Sei-Young Park 
REPLY Cc. D. ‘Campbell and Gordon Tullock 
Tue Tax ELemMent in Soviet Bonps: 
CoMMENT , es Morris Bornstein 
F. D. Holzman 





REPLY 


The AMERICAN ECONOMIC REVIEW, a quarterly, is the official publication of the 
American Economic Association and is sent to all members. The annual dues are $6.00. Ad- 
dress editorial communications to Dr. Bernard F. Haley, Editor, AMERICAN ECONOMIC 
REVIEW, Stanford University, Room 220, Stanford, California; for information concerning 
other publications and activities of the Association, communicate with the Secretary- 
Treasurer, Dr. James Washington Bell, American Economic Association, Northwestern 
University, Evanston, Illinois. Send for information booklet. 
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THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by ALBERT REES 


n Cooperation with the Orher Members of the 
Department of Economics of the University of Chicago 


The August 1938 issue contains: 


Investment in Human Capital and Personal Income Distribution ~ Jacob Mincer 
The Demand for Currency Relative to the Total Money Supply........ Phillip Cagan 
On the Theory of Optimal Investment Decision ee J. Hirshleifer 
Making Currency Reserves ‘‘Go Round" : A. E. Jasay 
On Measuring Economic Growth: A Comment Herbert S. Levine 
G. Warren Nutter 


Reply 
Herbert S. Levine 


Rejoinder 
Book Reviews and Books Received 


FOUNDED IN 1892. Published bi-monthly: February, April, June, August, 
October, December. Subscription rate for U.S.A. and possessions, $6.00 
per volume; for Canada and Pan American Postal Union, $6.50; for all other 
countries, $7. oo. Single copies, $1.75. Special rates: $5. .oo per volume for 
faculty members teaching business or economics. $3.00 per volume for 
graduate students in business or economics. 


The University of Chicago Press + 5750 Ellis Ave., Chicago 37, Ill. 
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THE SOUTHERN ECONOMIC ASSOCIATION 


Founded in 1927 


OFFICERS 


President 
Howard R. Smith, University of Georgia 


Vice-Presidents 
William H. Nicholls, Vanderbilt University Marshall R. Colberg, Florida State University 
Secretary-Treasurer 
Walter S. Buckingham, Jr., Georgia Institute of Technology 
EXECUTIVE COMMITTEE 
IN ADDITION TO THE ABOVE OFFICERS 


Past Presidents 
Milton S. Heath, University of North Carolina Edward H. Anderson, University of Alabama 


Elected Members* 


Robert W. French, New Orleans Board of Port Commissioners 
Charles A. Kirkpatrick, University of North Carolina 


Managing Editor of the Southern Economic Journal 
G. T. Schwenning, University of North Carolina 


EDITORS OF PUBLICATIONS 
Elected by the Southern Economic Association 


James"M. Buchanan, University of Virginia Richard H. Leftwich, Oklahoma State University 
C. Addison Hickman, North Carolina State College Howard G. Schaller, Tulane University 
Ervin K. Zingler, University of Houston 


Appointed by the University of North Carolina 
Avery B. Cohan James C. Ingram 
Joe 8. Floyd, Jr. William N. Parker 
Ralph W. Pfouts 
CORRESPONDENTS 

John E. Altazan, Louisiana State University John C. Murdock, University of Missouri 
Louis A. Dow, University of Oklahoma Robert B. Pettengill, Rollins College 
Howard 8. Dye, University of Tennessee Charles E. Ratliff, Jr., Davidson College 
Albert Griffin, Emory University Spencer M. Smith, University of Maryland 
John S. Henderson, University of Alabama Rodman Sullivan, University of Kentucky 
David McKinney, University of Mississippi Carey C. Thompson, University of Texas 
James F. Miles, Clemson College R. E. Westmeyer, University of Arkansas 


* Eprtor’s Note: The Executive Committee authorized the President to make these two appointments rather than wait a full 
year to begin implementing this part of the new constitution 





Membership dues in the Association are: annual $5.00, contributing $15.00, life $100.00, institutional 
$100.00, student $2.00. Membership fees include payment for a year’s subscription to The Southern 
Economie Journal. Applications for membership should be addressed to Walter 8. Buckingham, Jr., 
Secretary-Treasurer, Georgia Institute of Technology, Atlanta, Georgia 





New Books for Fall Classes 





READINGS IN CURRENT ECONOMICS 


Edited by MORTON C. GROSSMAN, REED R. HANSEN, ELDON 58. 
HENDRIKSEN, HARRY E. McALLISTER, KENJI OKUDA, and WILLIAM 
WOLMAN, all of State College of Washington 


This new book of selected readings in economics is designed to enhance student interest 
and es the beginning course. Emphasis is on current and meaningful prob- 
lems. Text price: $3.95 


PERSONAL FINANCE 


PRINCIPLES AND CASE PROBLEMS 


Revised Edition 


By JEROME B. COHEN, City College of New York, and ARTHUR W. HANSON, 
Harvard University 


The most widely adopted personal finance text on the market, this outstanding volume has 
been a revised to bring it up to date. All the latest developments are included. 
Text price: $6.50 


ECONOMICS OF LABOR RELATIONS 
Third Edition 


By GORDON F. BLOOM and HERBERT R. NORTHRUP 


Increased emphasis is given in this new revision to topics which are making today’s head- 
lines. Both sides of controversial issues are presented objectively and impartially. Text price: 
00 


INTRODUCTION TO INTERNATIONAL ECONOMICS 


Revised Edition 


By DELBERT A. SNIDER, Miami University 


There has been extensive revision and modernization of this popular text for basic courses 
in international economics. A well-balanced combination of theoretical analysis and empiri- 
cal description is provided. Text price: $7.00 


INTERNATIONAL ECONOMICS 


Revised Edition 


By CHARLES P. KINDLEBERGER, Massachusetts Institute of Technology 


This is a complete revision of one of the leading texts in the international economics area. 
Much new material is incorporated and difficult passages have been clarified and simplified. 
Text price: $7.00 


Write for Examination Copies 





RICHARD D. IRWIN, INC. Homewood, Illinois 





